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FRI DAY, OCTOBER 16, 2015 - - MORN NG SESSI ON

JUDGE CLIFTON: W're back on record. This is Day 17 of
the mlk hearing. It is Cctober 16, 2015, it's a Friday. It
Is approximately 9:01. M name is Jill Cifton. 1'mthe
United States Administrative Law Judge whose been assigned to
take in the evidence inthis mlk hearing. | aman enpl oyee of
the United States Department of Agriculture. | would like to
take the appearances of other enployees of the United States
Departnment of Agriculture who are here at this tine.

M5. TAYLOR Good norning, ny name is Erin Taylor, E-R-1-N
T-A-Y-L-OR I'ma Marketing Specialist with the USDA Dairy
Program

MS. ELLIOIT: Panela Elliott, E-L-L-1-OT-T, USDA AMS Dairy
Program

MR. CARMAN.  Good norning, Cifford Carman, CGA-R-MA-N,
Assistant to the Deputy Admnistrator, Dairy Prograns.

M5. MAY: Good norning, Laurel May, L-A-URE-L, MA-Y,
USDA AMS Dai ry Program

MR, NIERMAN.  Good norning, Jason Nierman, NI1-E-R MA-N,
Assi stant Market Admi nistrator, Federal Order 5 on detail with
ANVS Dairy Prograrns.

MR H LL: Happy Friday. I'mBrian Hll, B-RI-A-N,
HIl-L-L, and I'mwith the Ofice of the General Counsel.

MS. BECKER  Good norning, Lauren Becker, B-E-C K-E-R

O fice of the General Counsel.
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JUDGE CLI FTON: And now we'll take the teans that are
associated with proposals or opposing proposals.

MR, BESHORE: Good norning, Marvin Beshore, MA-RV-1-N
B-E-SSHORE, counsel for the proponents of Proposal Nunber 1.

MR, VLAHOS: John VI ahos, Hanson Bridgett, J-O HN,
BRI-DGE-T-T, the firmis HANSON, B-RI-DGET-T,
co-counsel for the co-op proponents of Proposal 1.

MR HOLLON:  Elvin Hollon, E-L-V-1-N, HOL-L-ON, enpl oyee
Dairy Farmers of Anerica and part of Proposal Nunber 1.

MR. SCHAD: Good norning, Dennis Schad, SSCGCHA-D, | work
for Land O Lakes.

MR. ENGLI SH: Good Friday norning, your Honor. M/ nanme is
Chip English, GHI-P, EENGL-I1-SH I'mwth the law firm of
Davis, Wight, Tremaine. M office is in Washington DC. |'m
here on behalf of the Dairy Institute of California, proponents
of Proposal Nunmber 2.

M5. VULIN.  Ashley Watkins, that's ny maiden name, sorry
about that. Please don't tell ny husband that. Ashley WVulin,
V-U-L-1-N, attorney for the Dairy Institute of California.

JUDGE CLIFTON: M. Vulin, please go back to the podium
now t hat you have said Watkins, we need to know how to spell
it.

M5. VULIN  WA-T-K-1-NS.

M5. KALDOR  Good norning, Rachel Kaldor, R A-CHE-L,

K-A-L-D-OR | can't renenber ny maiden name, Dairy Institute
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of California.

DR SCH EK: Good norning, WIlliam Schiek, SSCGHI-E-K
econom st with the Dairy Institute of California.

MR, DeJONG Janes Deldong, J-A-ME-S, De-J-ONG I'mwth
H | mar Cheese, dairy-farmer owned manufacturer of cheese, whey,
and m | k powder.

MR. VETNE: John Vetne, V-E-T-N-E, representative for
H | mar Cheese.

MS. HANCOCK: Nicole Hancock, HA-NC- O CK, wth Stoel
Rives, ST-OEL, RI-V-E-S, representing the California
Producer Handl ers Association and Ponderosa Dairy.

MR. LAI: Good norning, Victor Lai, L-A-1, from Producers
Dai ry Foods, a nenber of California Producer Handl ers
Associ ation.

JUDGE CLIFTON: Now, | would |ike take other appearances of
t hose of you who are participating who may not be associ ated
wth a particul ar proposal.

MR MLTNER Good norning, Ryan MItner, MI-L-T-NE-R
wth MItner law firm representing the Select MIk Producers.

JUDGE CLIFTON: And | would like to take the appearances of
anyone el se who would like to be recognized at this tine,

i ncl udi ng anybody who would like to testify today.
All right. W'Ill nove nowto prelimnary itens,
i ncl udi ng announcenments. | would like to begin with those from

enpl oyees of United States Departnment of Agriculture.
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MS. MAY: Laurel May. Let's see, what do you need to know
today? As always, we are broadcasting this session of the
hearing via live audio feed, and the link, the newlink is
WAV AMS. USDA. GOV/ LI VE.

We're in the process of posting our next set of hearing
transcripts and | think those should be up pretty soon and
exhi bits, so you can check for those on the AVS Dairy website.
W do have still sone copies of fornmer exhibits in the back, if
you would Iike to pick up sone of those.

| f anybody would like to testify or ask questions of
W t nesses, they may cone up and |et us know. W have
refreshments again, today is bagels and cream cheese | ooks
l'ike.

Yest erday when we ended, Dennis Schad was being
cross-examned, and | think we're going to pick up with that
today, and then we're anticipating Elvin Hollon returning as a
W tness. Also, we were asked earlier this week about the debt
ceiling, and our Deputy Adm nistrator checked on that and was
told that that would not affect us or this proceeding, in case
you are concerned.

And as a rem nder, next week we wll be here for the
first three days and then noving over to the Piccadilly Inn at
the Airport for Thursday and Friday, and then the foll ow ng
week we'll be back here, if we're still in session, we'll be

back here. Ckay.
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JUDGE CLIFTON: Well, that was all good news. Who el se has
anything that you would like to address prelimnarily?
Not hing. Then, M. Schad, we would like you to cone back to
the witness stand. | would read the Hearing Cerk's docket
number in brackets [AQJ 15-0071

MR, BESHORE: Your Honor, before we begin with M. Schad,
would like to just let you know, and | et everyone know,
M. Schad is going to present the clarifications to some of the
dates in the Federal Register references in the testinony
references, provide sone additional dates to the Federa
Regi ster reference for everyone's benefit. He's got that all
ready to go.

M. Hollon is available with his transportation piece.

But the final Hollon, Part 4, which | have previewed, relating
to producer-handl er and sonme other issues, is not ready today.
It's not physically possible for us to have that ready today.
So in the event, likely or unlikely, that we were to get there,
we woul d, we wouldn't be ready with that. | want everybody to
know that right now The transportation is a very substantia
pi ece, and maybe we won't get through with that, or maybe we
wll, but | wanted to |l et you know and everyone up front about
t hat .

JUDCGE CLI FTON: Cood. | do appreciate that. | also was
thinking with regard to M. Schad's testinony, did he, maybe

it"sin his statenent, | was thinking, | didn't -- | didn't
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hear a |ot about his background. W got a little of it, you
know, for exanple, that nost of his experience is within
Pennsyl vania, and so on. But the opening paragraph's a bit
ski npy about his work and his expertise, and | would |ike you
to develop that at some point.

MR. BESHORE: | would be glad to do that right off the bat.

JUDGE CLI FTON: kay. Excellent. Thank you.

REDI RECT EXAM NATI ON
BY MR BESHORE:
Q kay. Wy don't we begin there, M. Schad, with your
t al ki ng about your educational background.
A. Ckay. To start off, ny nane is Dennis Schad,
S-CHA-D.

JUDCGE CLI FTON: Thank you. Thank you very nmuch. You are
all getting really good at this system You remain sworn and |
woul d i ke you to state and spell your nane.

MR SCHAD: M nane is Dennis, DDE-N-N-I1-S, Schad,
S-CHAD And the question was ny educational background?

BY MR BESHORE:

Q Yes.
A. | have a Bachelor's degree in History fromthe Coll ege
of Wlliamand Mary; | have a Master's in Business

Adm ni stration fromVirginia Polytechnic Institute and State

Uni versity, commonly known as Virginia Tech. | have worked
since 1980 or so, | have worked for Dairy Farnmers, beginning on
3273
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a dairy farm and working for Interstate M|k Producers
Cooperatives. And | worked for themuntil the, through their
nmerger with Leehigh Valley Cooperative in 1987. The nerged
organi zation was called Atlantic Dairy Cooperative. | worked
for Atlantic Dairy Cooperative through their merger with

Land O Lakes in 1997, so | have 34 years working for

Land O Lakes and its predecessor cooperatives.

Q Gkay. And can you just go through your, you know, the
various duties and responsibilities, jobs you have had in your
career wth Interstate, Leehigh, Atlantic, and Land O Lakes,
working for dairy farmers?

A. | never worked for -- | started off as a, put out in
the field as a field person and an area coordi nator for
Interstate. After a year, | was noved into the office. M
title was Marketing and Transportation Coordinator. | worked
w th both the marketing side of the business doing analysis, as
wel | as transportation anal ysis.

Q Just for clarity, marketing neans involved in the side
that was selling mlk?

A Selling mlk and its custoners, and the Federal Order
ram fications of selling mlk and such. | then, subsequent to
the merger with Leehigh in '87, | then took a position of
Manager of Regul atory Affairs. And as Manager of Regul atory
Affairs, | was in charge of forecasting the, in the Federal

Order and State Order work. My testinony in Federal and State
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Order hearings started with that. And ny guess is, the first
Federal Order hearing | testified at would have been '91, '92,
and | continued in that role through the merger with
Land O Lakes in the year 2000 or so. M boss left Land O Lakes
for another position and | becane Director of Mrketing
Md-Atlantic Marketing, and also held the responsibility for
regul atory affairs.

| have pretty much, although the title has changed, |
have pretty much continued those responsibilities of marketing
and regul atory affairs for Land O Lakes in the Md-Atlantic
region. | have also had a responsibility for the nationa
hearings starting with Federal Order Reform The regi ona
hearings, for instance, in the Mdwest were done out of
M nnesota, and the California hearings were al so done out of
California, mostly out of California, I"msorry -- out of
M nnesota -- out of our M nnesota resources.

Q Gkay. And you nentioned in your prepared statenent
that your present duties involve managi ng Land O Lakes m |k
marketing in the Northeast, forecasted budget mlk into the
butter, powder plant in Carlisle, including the regulatory
responsibilities.

Just talk a little bit about the day-to-day,
non-regul atory duties you have. Are you involved both buying
and selling mlk, in essence?

A. Yes, we -- when we have -- we have a contract with
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custoners. Well, in the Northeast we have about 1800 nenbers.
W make just over 3 billion pounds of mlk, those menbers. |'m
responsible for the marketing of that. A major portion of that
m |k goes into our own manufacturing plant, but we have major
custoners out there. And it's, | have contract responsibility
for those custoners, as well as the buying mlk from buying
mlk fromother entities.

Q Ckay. So you presently are involved in negotiating
sales of mlk, as well as negotiating purchases of mlk?

A, That's correct.

Q kay. kay. Wth that, do you have now sone
additional clarifications and corrections and information to
provide to Exhibit 70 in follow up to your testinony yesterday?

A, Yes. You are going to cover the formula issue?

Q Yes. Let's leave the fornula issue to the end. Let's
cover first, the Federal, basically the Federal Register
citations and the references to the 2006 and 2007 heari ng,
whi ch ran together and got garbled a bit.

A. D d you give a copy --

Q Let nme cover that. W're going to, Dennis is going to
just wal k through pages that have additions or corrections.
have provided a copy to Ms. Elliott, one docunment that just is
70 with just the additions and corrections that he's presenting
this norning for her reference and assistance. But for

everybody el se, we're going to go through, including nyself
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here, we're going to go through just -- Dennis wll highlight,
w |l indicate the pages and the place where there is an
addition or correction, and we'll take it like that. Taking
the fornul as afterwards.

JUDCGE CLIFTON: Al right. Good. So Ms. Elliott, I'm
going to rely on you to be nonitoring what we're getting from
the witness stand. If there's any variation fromthe docunent
you have been given, alert ne so that we can clarify that.

MS. ELLIOIT: Ckay.

JUDGE CLIFTON: Al right. Thank you.

BY MR BESHORE:

Q (Gkay. First page.

A, Yes, let's start with page 4. There is one change on
page 4. At the very top, | missed a citation for that quote,
and that citation would be (75 Fed. Reg. at 33534 (2010))

Q Al right. So that's just an add to the end of the
quote on the third line.

A. That's correct.

Q Page 4.

A Ckay.

Q Thank you.

A, Skipping to page 8. Again, there is just one addition.

And that is at the very bottomon the page, | will cite the
date for that, and that is 1990.

Q Ckay.
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A. So that's the date for that quote.

Q Gkay. So we're adding dates to sone of the quot
didn't have dates, or sonme of the cites that didn't hav
correct?

A, That's correct.

JUDGE CLI FTON: Now, okay. So -- all right. Thank

MR SCHAD. If we're ready, to page 9. Also one ad
And there is, at the top of the page, a |ong quote. |
like to put the date 1995 in that citation.

BY MR BESHORE:

Q So the citation there is (60 Fed. Reg. at 7301 (
for the date.

A. Correct.

Q Thank you.

A. Now go to page 11, if there are two additions.
| arge quote at the top of the page, add the date to the

citation, 1993. And to be clear, on the -- in the seco

es that

e dates,

you.
dition.

woul d

1995))

At the

nd full

paragraph there is an Id. bit citation, and while it may be

redundant, add 1993 to that as well.

Q Thank you.

A. (CGoing to page 14, at the end of the paragraph th
citation.

Q First paragraph at the top?

A Yes, I'msorry. At the first paragraph at the t

there is a citation. Add 1990 to that citation.
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On page 15 there's a correction. In the first ful
par agr aph, the sentence reads, "The broad authorization and
informal rule nmaking procedures granted in the," strike 1995,
and insert 1996.
16, there's a bit of witing. If you go to under Heading B
There is, at the end of the first paragraph, the sentence

reads, "the Secretary descri bed the NASS survey," strike the

sem -colon and insert, "in the Decenber 2000 tentative decision
to the Congressionally,” 1'll read the whole thing when |'m --
"mandated G ass IIl and 1V price fornulas hearing."

And 1'll read that clause, phrase again. "In the

Decenber 2000 tentative decision to the Congressionally
mandated Class Il and IV price formulas hearing."
Ckay. Your Honor.
JUDCGE CLI FTON: Wiat punctuati on now conmes?
MR, SCHAD: | would also put a sem -col on.
MR, BESHORE: A full colon.
MR. SCHAD: Also on that page, the citation is incorrect.
Strike 1999 and insert 2000.
MR. BESHORE: Next page.
MR. SCHAD. Are we ready, your Honor?
JUDGE CLIFTON: W are.
MR. SCHAD: Ckay. And on page 17 there are five changes.
First, the first citation. Strike 2000 at the end and

insert 2002. In the next paragraph, read the first three |lines
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that says, "During the 2006," strike 2006 and insert "February
2007."

Ski pping down to the next large citation towards the
m ddl e of the page. Strike, at the end strike 2006, insert
2008. On the next paragraph, I'Il read, it reads, "Another
proposal put forward in the 2006," strike 2006, insert
“February 2007."

And just to be clear, the citation of the quote at the
bottom of the page is, may be redundant, should read
(73 Fed. Reg. at 35328 (2008))

JUDCGE CLI FTON: kay. So are you talking about the very
| ast words "1d?"

MR. SCHAD: Yes, strike the Id, I mean, | wanted to nake
sure that everyone knew exactly, since the Id. bit referred to
two different pages, | wanted to know where that quote exactly
canme from

JUDGE CLI FTON: Ckay. So we're adding as the very | ast
words on page 17, tell ne again?

MR SCHAD: (73 Fed. Reg. at 35328 (2008))

JUDGE CLIFTON:  Good.

MR. SCHAD. Skip to page 19. Gkay. GCo to the |ast
par agraph, second line in the |last paragraph. It says, "Fina
deci sion of the 2006 make al |l owance hearing," strike "2006 make
al l owance hearing" and insert "2000 Congressionally nandated

Cass Il and Cass IV price fornula hearing." 1'll read that
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again. "2000 Congressionally mandated Cass IlIl and dass IV
price formulas hearing."”

Ckay. Additionally, at the very end of that page
there's a citation, add the date 2002 to that citation.

There are two on page 20. At the end of the first
par agraph, add 1999 to that citation. And in the body of the
| ast paragraph on that page there is a citation, add 2002 to
that citation.

JUDGE CLIFTON: So is that on page 20, the third |line up?

MR, SCHAD: Yes.

JUDGE CLIFTON:  Ckay.

MR, SCHAD. (67 Fed. Reg. at 67909) add 2002 to the end.

Ski pping now to page 22. At the very top of the page
there is a citation quote. Add 2006 to that citation.

MR. BESHORE: It is on the second |ine.

MR. SCHAD. That's correct. |Immediately under there
there's another citation that reads 1d. at 67487. Again, add
2006 to that citation.

Towards the mddl e of the page there is another |arge
quote that has 73 Fed. Reg. at 35324, add 2008 to that
citation. 2008.

On page 23, the very top of the page there's an 1d,
there's a citation Id. at --

MS. ELLIOIT: You m ssed one nore on page 22.

JUDGE CLI FTON: Thank you, Ms. Elliott.
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MR. SCHAD: And that would be?

MS. ELLIOIT: The 2008 on the second to the | ast paragraph.
MR SCHAD: I'msorry, | mssed that one.

MR. BESHORE: Fourth [ine fromthe bottom

MR, SCHAD: Fourth line fromthe bottomit says "ld. at

35325-25) and that should have the date 2008 as wel | .

MR BESHORE: 2008.

MR. SCHAD. On page 23, again at the top of the page there
is, the end of that paragraph says, "lId. at 35326" add the date
of 2008. There's a large quote in the, towards the center of
the page, and at the end of that citation add 1999.

On page 24 there's one change, and that is if you go
about a third of the page down, it reads, it reads, "in 2006."
Ckay. | would like to insert and 2007.

Ckay. You go now to page 25, there are four changes.
First, there's a |arge quote at the top of the page. Insert
the date 1999 at the end of that citation. Go down three
l'ines, there's another citation that reads (65 Fed. Reg. at
76847) add the year 2000 to that citation.

In the last full paragraph on the next to the |ast
line, it reads "The final decision" what | would like to do is
insert the date 2002 so it reads "the 2002 final decision."

MR. BESHORE: Could you stay right there? Then would you
add 2002 at the end as the date at the end of the cite?

MR SCHAD: Yes.
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MR, BESHORE: Thank you.
MR, SCHAD. Also, at the citation (67 Fed. Reg. at 67930)
add the date 2002.

Going to page 26, at the end of the second paragraph
there's a citation, | would want that to read (67 Fed. Reg. at
679220) with the date 2002.

On the next paragraph it says, "As a result of the
testinmony fromthe 2000," | would like that to read, "2007"
strike 2000 and insert 2007.

At the end of that paragraph there's a citation,

(73 Fed. Reg. at 35326) | would like that to add the date 2008.

And the next to the last line on that page there's
another citation starting with that, in that, on that |ine,
(Fed. Reg. at 76843) add the year 2000 to that citation.

On page 27, there are two insertions. At the end of
the first full paragraph, insert 2002 to the citation. And
towards the second half of that page, towards the top of the
second half, there's also a quotation with a citation
(64 Fed. Reg. at 16091) and you should add 1999 to that
citation.

On page 28 there's one change. The very bottom of the
page, (64 Fed. Reg. at 16108) insert 1999 at the end of that
citation.

On page 29 there's one change. Towards the m ddl e of

the page there is a citation, (64 Fed. Reg. at 16108) insert
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1999 after that citation

On 30, there are two insertions. At the end of the

first full paragraph, at the end of the first paragraph,
(64 Fed. Reg. at 16102) add 1999. And there is a larger

quot e

in the center of the page that's Id. bit, add 1999 to that

citation.

On 31 there are a couple changes. |'m putting,

I'd say

there's three. First off, in the first full paragraph, at the

end of the line it says additional cost to be 60 cents.
that and insert 40 cents.

At the end of that line it cites page 4909, stri

Stri ke

ke that

and insert 4908, and add the 1998 to the citation. So making

it clear, it should read (63 Fed. Reg. at 4908 (1998))
BY MR BESHORE:

Q So in that sentence, M. Schad, which begins USDA --

A Yes.

Q Should it be 1998 then, since it was 19 Fed. Reg.
i nstead of 1999?

A Yes. Right.

Q Ckay.

A, And the citation for the |arger quote towards the
m ddl e of the page, again, to nmake it clear, it was page
in 1998.

Q So that would be 63 Fed. Reg. at 4908?

A Yes.
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Q Thank you.

A, Skipping to 33, again, two citation additions. Towards
the end of the first paragraph there's a citation three |ines
up fromthe end of that paragraph, it reads Fed. Reg. at 16078,
insert 1999. And just although redundant, just to make it
clear, it I had bit at the end of that paragraph also insert
1999.

34, there are two citations, additions. |In the third
line of the first full paragraph there's a citation
64 Fed. Reg. at 16100, insert 1999 after that. And at the end
of that paragraph there is a citation, 67 Fed. Reg. at 67937,
insert 2002 at the end of that.

And, okay. On page 35 there are four changes. First,
there's, at the top of the page there is a, the end of a quote,
reading 67 Fed. Reg. at 67937, insert 2002 after that.

This one's in the next quote, we had a di scussion
wthin that quote there is a sentence that says "this
additional time is intended for California dairy interests.

The opportunity” and we inserted "to review' reading the quote
actually the "to" was not there. So the Secretary's infallible
in everything but granmar.
JUDGE CLIFTON: Al right. Well, that's very good. So
sonmet hings even get to the Federal Register with little errors.
MR, SCHAD. At the end of that quote. | guess we shoul d

strike the "to."
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JUDGE CLIFTON: M. Elliott, can you do that on your record
copies? W had you add the word "to" yesterday on page 35 in
t hen second quot ed paragraph, four lines up in that quote we
had you add the word "to."

MR. BESHORE: Actually we nay not have added it. W were
going to look at it. M. HII confirned, he got there first,
and confirned that it's not actually in the Fed. Reg.

MS. ELLIOIT: No, it was never added.

JUDGE CLI FTON: Excellent. Good. Well, this is a great
team Al right.

MR. SCHAD: Never mind. And at the end of that quote,

(64 Fed. Reg. at 16044) add 1999.

And one nore at the third line fromthe bottom at the
end of that line it reads "Section 1000A" that should read
"Section 1000.53(a)" and that is the extent of the --

MR. BESHORE: Date and corrections?

MR SCHAD: Yes.

JUDGE CLIFTON: And with thanks to those who were hel ping
us be alerted that these changes needed to be made. [1'd like
to single out M. English and Ms. Taylor and M. HII. Al of
that is very hel pful. Thank you.

BY MR BESHORE:
Q kay. Let's talk about the formulas a bit. And is
page 23 in the first place there is a fornula in the text of

70.
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A Yes.

Q Ckay. So are these, are the fornulas that you used
el sewhere in the exhibit of the record?

A Yes, at the --

Q The syntax of the formulas at |east?

A Yes, especially, | made a point to, four tines, say the
current formula is, and there, also in the record, the record
supplied by the Department, Exhibit 9, very first page lists
the fornulas in the correct syntax.

Q kay. So Exhibit 9, Attachnent Ais titled, Formulas
for Advanced Prices and Pricing Factors, and on the second, on
t he back page or the second page, the fornulas are stated there
on a USDA AMS Dairy Prograns publication, correct?

A, That's correct.

Q And are the formulas on Exhibit 9, in terms of a
structure of them the sane fornulas that you have used in your
testinmony, Exhibit 70?

A Yes, that is especially speaking to, | tried to trace,
get changes in make allowances and changes in yields over the
hearings, but specifically, when the, at the end | nmade a point
to say the current formula is, and that would be the same as
that which is on Exhibit 9.

Q kay. So looking at page 23, the first time you have
an equation, for exanple, protein price, the nunbers you used

there are not the sane nunbers in the formula on Exhibit 9?
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A. That's correct.

Q Because it was an earlier generation, if you will, of
data that you were discussing here?

A Yes.

Q But the structure of the formula, including the nunber

of parens, which the befuddl ed me yesterday, is correct in your

text?
A. | Dbelieve so.
Q Ckay.
Your Honor, what | would, I'mgoing to -- not sure what
the best way to do this is, | would just propose to have the

fornulas as in Exhibit 70 be part of the record when that
exhibit is presumably admtted into the record, and not ask
M. Schad to recite themfurther in a way that is not going to
help clarify it, | don't think. That's my suggestion.

JUDGE CLIFTON: Al right. M. Schad, focusing on the
fornula that is shown in the top one third of page 23, are you
satisfied that what you show here as a nathematical formula, is
accurat e?

MR, SCHAD: Yes.

JUDGE CLIFTON: Al right. Then | would instruct the court
reporter to show today in today's transcript, to show the
formula on page 23 as you can find it in Exhibit 70 without
M. Schad reading it into the record at this tine. Al right.

W can go on then.
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Protein price = ((NASS cheese survey price - 0.1702) x 1.405) +
((((NASS cheese survey price - 0.1702) x 1.582) - butterfat
price) x 1.28)

MR, BESHORE: (kay. So there are, on page 24, then, two
further appearances of the protein fornula, protein price
formula, as it evolved. And | would ask that the same
treatment be provided, that those fornulas be handled in the
same way, your Honor.

And can you confirmthat those are accurate as depicted
on Exhibit 70, to the best of your know edge, M. Schad?

MR, SCHAD: Yes.

MS. ELLIOIT: On the second formula, there seens to be a
typo.

MR, BESHORE: Yeah, did we correct -- we didn't, okay.

MS. ELLIOIT: Nothing was done with it.

MR, BESHORE: It's marked on mne, but we may not have
corrected it. There is a typo in the second one, the one dot
i's repeat ed.

MR. SCHAD: Yes. We spoke about that yesterday, | believe.

MS. ELLIOT: W didn't correct it.

MR. BESHORE: Wth that correction, is that formula
accurate to the best of your know edge, M. Schad.

MR. SCHAD: Yes, delete the one dot on the -- it should not
read "1.1.383" it should just read "1.383."

MR. BESHORE: Thank you, Ms. Elliott.
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JUDGE CLIFTON: Al right. Then I'mgoing to instruct the
court reporter to show now, the two fornmulas that are found on
page 24 of Exhibit 70, in the transcript as you will find them
on page 24 without M. Schad having to read theminto the
record.

The first quote is within the top one-third of the
page, excuse me, | don't nmean quote, formula, the first fornula
is wthin the top one-third of the page, and | believe we
al ready made the change yesterday where the word (67 Fed. Red)
appears, | think we already made that Fed. Reg.

MS. ELLIOT: W did not.

JUDGE CLIFTON: W did not? | think we should correct the
red to Reg, by striking the D and inserting the Gin that first
formula. Are you in agreenment, M. Schad?

MR, SCHAD: | am thank you.

JUDGE CLIFTON: Al right. So, with that change, the court
reporter may duplicate that fornula.

And with regard to the second formula, which is found
in roughly the beginning of the bottom half of page 24, the
court reporter may duplicate that formula, except that we have
corrected it inthe top line of that formula. And that fornula
begins with the word, words, "protein price equals,” and in the
top line where the nunber can be found "1.1.383," that should
instead be shown as "1.383."

Ckay. |'mready.
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Protein price = ((NASS cheese survey price - 0.165) x1.383) +
(((((NASS cheese survey price - 0.165) x 1.572)- butterfat
price x .9)) x 1.17)

(67 Fed. Reg. 67930 (2002))
Protein price = ((NDPSR cheese survey price - $0.2003) x 1.383)
+ (((((NDPSR cheese survey price - $0.2003) x 1.572) -
butterfat price x. 9)) x 1.17)

MR, BESHORE: GCkay. Now | amnot absolutely certain how
the remaining formulas, which are sinpler in structure to the
protein price formula, whether they were read into the record
in your testinony yesterday. And if they were, | think they
probably were, | think they are probably self-explanatory. You
don't need to do anything further with them There's a whey
price formula, two whey price, other solids formulas on page
25, and then, you know, a nunber of butter, nonfat dry mlk
fornul as on pages 26 and 27. | don't think we need to do
anything further with those.

MR, SCHAD. | agree with you.

MR, BESHORE: Thank you, M. Schad.

JUDGE CLIFTON: | don't know, | think for clarification it
woul d be good to capture the snapshot of those in the
transcript. Because | thought it was so hel pful when M. Schad
woul d read his fornulas, because, for exanple, if he knew
sonet hi ng was a make al |l owance factor, he would say that. That

doesn't show in the formula. But | would still |ike the very
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crisp snapshot of what we see. So |I'mgoing to ask the court
reporter to put into the transcript what you see at the bottom
of page 25 of Exhibit 70, it's just two lines, and the |ines
start "as aresult of." And I'd just like to you put that in
the transcript as you find it there, bottom of page 25 of
Exhibit 70.
As a result of the 2006 Make All owance Hearing, the current
QG her Solids formula is:
QG her Solids Price = (NDPSR whey price - $0.1991) x 1.03

MR, BESHORE: Your Honor, if | mght, there's also the
sentence imredi ately before the "as a result of" sentence has
wthinit -- the sentence that begins before the "as a result
of " sentence has within it the a fornula also.

MR. SCHAD: Yes, but so the record's clear that the one
that you are referring to is the forner and not the current.

MR BESHORE: Correct.

MR. SCHAD: The Judge instructed the current, you are
com ng behind with a fornmer, just so the record s clear.

MR. BESHORE: It was a 2002 forrmula as stated --

MR, SCHAD: Correct.

MR, BESHORE: -- in the testinony.

JUDGE CLIFTON: Al right. So I'mgoing to ask that the
court reporter also showthe forrmula that is also at the bottom
of page 25, and it begins four lines up fromthe bottomof the

page, and that |ine now reads, because we have just nmade an
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insert to it, "The 2002 final decision Oher Solids fornula
was" -- and | would like the transcript to show the snapshot of
what the court reporter will find on page 25 in the transcript.
And so that will now show -- | would like, Ms. Elliott, to make
sure that the court reporter gets a copy of this exhibit with
t hese changes that we nade today, so that when she goes to type
this, the changes that are here that we just put there, wll be
also in the transcript. Ckay.
The 2002 Final Decision Oher Solids fornula was
(NASS Whey Price - $0.150) x 1.03
(67 Fed. Reg. at 67930)(2002))

Ckay. Al right. Then, we're ready for the next one,
M. Beshore.

MR. BESHORE: Ckay. So on page 26, | note five instances
where, four instances of butter or butterfat price formulas in
t he di scussion subtopic "G Product Yields Butter," which is
the top two-thirds of that page. And | woul d propose that
those butter and butterfat price fornulas be handled in the
simlar fashion to the manner in which the formulas on the
prior page have been handl ed.

JUDGE CLI FTON: CGood, so the way |'mgoing to instruct
this, and this also has sone inserts fromtoday that | want to
show if they are part of the fornulas, there is a section on
page 26 of Exhibit 70 that's entitled "G Product Yields

Butter." | would like the court reporter to capture each of
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the fornulas as they are found in that section in the
transcript. And in that section alone, with regard to butter,
there are one, two, three, four fornulas that will be found.
And with regard to the fourth one I want the court reporter to
i nclude these words, "The current Federal Order butterfat price
formula is:" And then the formla.
(NASS Grade AA Butter Price - $0.114)/0. 82
(NASS Grade AA Butter Price - $0.115) x 1.20

(67 Fed. Reg. at 67920) (2002))
(NASS Grade AA Butter Price - $0.1715) x 1.211

(73 Fed. Reg. at 35326)(2008))
The current Federal Order butterfat price formula is:
(Butterfat Price = (NDPSR butter price - $0.1715) x 1.211

Then, still on that page 26, the next section is
entitled, "H Product Yields: Nonfat Dry MIlk," and | would
i ke the court reporter to capture that fornula.
(NASS Nonfat Dry M1k Price - $0.137)/1.02

All right. M. Beshore, ready for the next one.

MR. BESHORE: If | mght then, the nonfat, the discussion
of Product Yields: Nonfat Dry MIk continues to page 27, and
at the top the page there are two additional fornulas in that
testinmony that | would request be handled in the same manner.

JUDGE CLIFTON: | agree. And with regard to the |ast
formula in that section, | would |ike the court reporter to

i nclude the | anguage just above it which says, "the current
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nonfat mlk solids price is:"
(NASS Nonfat Dry MIk Price - $0.14) x .99
(67 Fed. Reg. at 67924)(2002))
The current nonfat mlk solids price is:
Nonfat M1k Solids = (NDPSR Nonfat Dry MIk Price - $0.1678) x
.99

MR. BESHORE: Just one final wap up anong, on the
fornulas, just to confirm all of those formulas are shown in
their structure and many of them the final ones in the sane
numbers on Exhibit 9, second page, which is the AMVS
publication, correct?

MR. SCHAD: That's correct.

MR. BESHORE: Wth that, | have no further questions for
M. Schad, or additions or corrections to Exhibit 70, your
Honor .

JUDGE CLIFTON: Well, M. Schad, I'mdelighted that all
those fornulas survived intact. M. English?

MR ENGI SH.  Your Honor, | did not, in any way, shape, or
formwant to interrupt that. But | would be remiss if | didn't
at least raise ny |legal conclusion objection as to the inserted
| anguage on 16 and 19, referring to 2000 Congressionally
mandated Class Il and IV hearing. But | did not want to
interrupt any of that flow

MR. BESHORE: | was shocked | didn't hear it before.

JUDGE CLI FTON: But you know, in ny brain, | heard the
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obj ecti on.

MR, BESHORE: The only thing | would note is, those are the
words the Secretary used in the Federal Register.

MR ENGISH And that's fine, but, anyway -- so --

JUDCGE CLIFTON: Right. And as we all know, the Secretary
can, in fact, interpret Congressional nandates, so that's good.

All right. Wo else would like to ask any fol |l ow up
questions of M. Schad? And | would open it also, not just
these technical corrections we've made, but if you thought of
sonething else that is inportant that this w tness knows about
that you would like to ask himwhile we have this chance.

| thought of one. M. Schad, | want you to assune
that, this is a hypothetical assunmption, | don't know whet her
the evidence will bear this out -- but assune that the mgjority
of California dairy farmers are | osing noney in producing mlk

MR SCHAD:. Ckay.

JUDGE CLI FTON: Assune that sone of themare | osing as nuch
as $4 a hundredwei ght, and that that's been going on for a few
years. |If that were true, what el se would you need to know to
det erm ne whether there's sonething other than orderly
mar keting present in the environnent they operate in?

MR, SCHAD: Well, if, when you say they are losing $4 a
hundredwei ght, | read that to be the margin between price and
cost. And so, you know, you would | ook at the, you know,

what ever renedies that the government has relative to price of
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the dairy farmers' product, mlk, and you woul d | ook at the,
you would want to | ook at their cost structure.

JUDGE CLI FTON: So the governnent coul d do sonethi ng?

MR, SCHAD. That's why we are here relative to having
California join a Federal Order. And our proposal would have
California's class prices be the sane as the rest of the
Federal Order system that if a large percentage of the mlk is
pool ed, of the nation is pooled under the Federal O der system
and which | believe the evidence has showed is the Federa
Order prices are higher than the California prices.

JUDGE CLI FTON: And the Federal governnent nay not be able
to address all of the issues.

MR, SCHAD. If they -- and again, if the question is
margi n, the answer is yes.

JUDGE CLIFTON: Al right. Do you have anything to add to
that that you think is inportant for the Secretary to consider
in determ ning whether we have an orderly situation wth mlk
marketing in California at present?

MR, SCHAD: No, | believe ny testinony and ny
cross-exam nation has fulfilled that requirement.

JUDGE CLI FTON: Does anyone have any ot her questions for
M. Schad? Al right. There are none. You may step down.
Thank you so much.

Let's take a break before we start M. Hollon's

testinmony. He can come to the witness stand and put his things
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down, but let's take a break. It's 10:05. Please be back and
ready to go at 10: 20.
(Wher eupon, a break was taken.)
JUDGE CLIFTON: We're back on record at 10: 26.
M. Beshore?
MR. BESHORE: Yes, thank you, your Honor. Marvin Beshore.
Before | ask that M. Hollon's exhibits be marked, |
would like to renew ny request that M. Schad's Exhibits 70 and
71 be received.

JUDGE CLIFTON: Is there any objection to the adm ssion
into evidence of Exhibit 70? There is none. Exhibit 70 is
admtted into evidence.

(Thereafter, Exhibit Nunber 70 was
received into evidence.)

JUDGE CLIFTON: Is there any objection to the adm ssion
into evidence of Exhibit 71? There is none. Exhibit 71 is
admtted into evidence.

(Thereafter, Exhibit Nunber 71 was
recei ved into evidence.)

MR. BESHORE: Thank you. Now, | would like to ask that
three exhibits be marked as next consecutive appropriate
nunbers. The first being the testinmony of M. Hollon which is
a 21-page docunent, we'd ask that that be marked as 72.

M5. ELLIOIT: 72.

MR. BESHORE: Thank you.
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(Thereafter, Exhibit Nunber 72 was marked
for identification.)

MR, BESHORE: | would secondly ask that a docunent
identified or titled in the first page as Exhibits of
Elvin Hollon (Third Statement) In Support of Proposal 1, with a
cover of which shows a listing of Tables 7.A through 7.X, ask
that that be marked as Exhibit 73.

(Thereafter, Exhibit Nunmber 73 was marked
for identification.)

MR, BESHORE: And finally, a two-page, oversized, color
docurent, California Ranch-to-Plant Hauling, by Area,
April 2013-2014. | would ask that that be marked as
Exhibit 74.

(Thereafter, Exhibit Nunber 74 was marked
for identification.)

JUDGE CLI FTON: Very good. It shall be done as you have
requested, M. Beshore. | have marked m ne accordingly.
Exhibit 72 is M. Hollon's third statement; Exhibit 73 are the
exhibits in support of that; and Exhibit 74 is the, what is
this, is this a --

MR, BESHORE: It is actually a CDFA docunent that we
printed fromthe CDFA website, and obviously, it is quite heavy
set of data. But it involves ranch-to-plant hauling costs.

JUDGE CLI FTON:  Very good.

MR. BESHORE: Cost data.
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JUDCGE CLI FTON: Cood. We're happy to have that. W're
happy to have all of it, but especially something like this
that's been pulled together for us in this format, Exhibit 74.

M. Hollon, you remain sworn. Wuld you again state
your name and spell it?

MR HOLLON Elvin, E-L-V-I-N, Hollon, HOL-L-ON.

JUDGE CLI FTON: M. Beshore, you may proceed.

MR. BESHORE: Thank you.

DI RECT EXAM NATI ON
BY MR BESHORE:

Q M. Hollon, would you now proceed to present your
testinmony, which is in Exhibit 72, the narrative. And when it
Is appropriate to deviate fromthe text in 72 to go to one of
your tables and discuss them discuss the tables separately,
just do that on your own notion, if you would, please.

A.  Thank you.

. Background

A key conponent of our proposal for a California Federal
Order is the inclusion of a transportation credit systemto
assist in moving mlk fromthe nost dense production |ocations
di stant fromthe added value fluid use plants. The
transportation credit systemwe propose is necessary for a
California FMMO to cause Federal Order Gass | differential
structure, standing alone is not adequate to acconplish this

goal. Qur proposal would further the goal by providing a
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credit to handlers to offset the increased transportation costs
required to nove mlk. Since all producers share in the higher
val ue uses through the narket-w de pooling process, it is
reasonabl e that through pooling, all producers will share a
portion of the responsibility for supplying and bal anci ng that
segment of the market.

This testinony will exam ne the market conditions that
conpel the conclusion that a transportation systemis
necessary --

Q Transportation credit systen®

A.  Transportation credit systemis necessary --

Q Thank you.

A.  -- describe the current California Departnment of
Agriculture (CDFA) transportation allowance, conpare hauling
costs with the FMMO differential, and describe the details of
t he construction and operation of the transportation credit
system we propose.

1. Market Description

A brief description of the market strongly supports the
point that an intra-market transportation systemis necessary
for a California Federal MIk Mrketing Order (FMWO).
According to prelimnary 2014 census data, California is the
nost popul ous state in the United States, its 38.8 mllion
residents accounting for 12.2 percent of the 2014 total US

popul ation of 318.9 mllion persons (Cooperatives Table 7. A
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Annual Estimate of Population for the United States: April 1,
2010 to July 1, 2014.)

Q M. Hollon, if | could just interrupt, just to make
things easier, | think we have been given | eave to not include
punctuati on when you are reading fromthe, such as
parent heticals and col ons and such, so you can avoid that or
you can be free to not feel conpelled to do that as you go
al ong.

A, Very good.

The United States Departnent of Agriculture's February
2015 M Ik Production report, the annual summary issue, shows
that California is also the largest mlk producing state with
2014 m |k production of 42.3 billion pounds produced for 20.6
percent of the total US production of 206 billion pounds. A
position that has held for nany years.

JUDGE CLIFTON: |'mnot sure that nmeans exactly the same as
what you wote. Wuld you read that again, please?

MR. HOLLON: California is also the largest mlk producing
state with 2014 m |k production of 42.3 billion pounds
produced, or 20.6 percent of the total US production of
206 billion pounds.

JUDGE CLIFTON: Al right. So | guess it does nean the
same, whether you say U. S. total production or total U S
production. Ckay. Go ahead.

MR, HOLLON: A position it has held for many years.
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(Cooperatives Table 7.B -U.S. MIk Production by State 2014.)

Tables 7. A and 7.B are sinply popul ation tables, point
out California' s population anmount, and conpare to total U. S
popul ation, those are Census Bureau docunents.

Table 7.B is taken fromthe National Agricultura
Statistics Service M|k Production Report, published nonthly,
and the February report is an annual summary of the prior year.
So the 2015 report would have |isted these anmbunts of mlKk
production by state, and California's the largest state in
terns of producing mlKk.

Wthin the state, population is heavily slanted towards
t he coastal counties and aggregated nostly in the southern
portion of the state. Cooperatives Table 7.C (California
Popul ation Estimates by County 2014) and Cooperatives Tabl e
7.D (California's Population by County and Principal Cty
2014), denonstrate that of California' s 58 counties, 76 percent
of the population resides in twelve of them-- enconpassing
most of the major urban areas. 26.2 percent of the popul ation
lives in Los Angeles County; 47.9 percent live in what woul d
generally be considered the Los Angel es Metropolitan Area, in
the counties of Los Angeles, Orange, Riverside, San Bernardino,
and Ventura. 16 percent of the population lives in the genera
San Francisco Metro Area, in the counties of San Mateo, San
Franci sco, Contra Costa, Alameda, and Santa Clara. The

San Diego Metropolitan Area (San Diego County) accounts for 8.3
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percent of the population; and the Sacramento Metropolitan Area
(Sacranmento County) accounts for 3.8 percent.

Turning back to the list of, or to the table set.
Table 7.Cis California popul ation estimtes by county, 2014.
And the counties are sorted from popul ati on, |ow being Al pine
County, to high being Los Angel es County.

Table 7.D takes the | argest popul ation counties, taken
fromthe population table, sorts themby rank, assigns a
principal city, and so that would be over to the right of the
page. So, for exanple, San Mateo County, principal city
assigned there is San Francisco. San Francisco County,
principal city would be San Franci sco.

Q Wuld you go back, the principal city in San Mateo?

A, Wuld be San Franci sco.

Q Are you sure it's San Mateo County, now. Ckay. Thank
you. | msread it. You were right.

A, And the aggregation all the way to the right, then
aggregates those various counties and cities to give sone
i ndi cation of where the |argest amount of population is. So
Los Angel es County woul d account for 47.9 percent using this
nmet hod of aggregating. San Diego County, 8.3; San Francisco
County, 16; Sacramento, or city not county, Sacranento 3.8.
And these four nmetropolitan areas aggregated by county, woul d
account for 76 percent of the state's popul ati on.

And map 7.E takes this data and then graphically
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depicts it so the areas in blue are these |arge counties and
netropolitan areas, and the darker the blue, the larger the
popul ati on.

Returning to the statenent. The popul ation
distribution is depicted graphically in Cooperatives map 7. E
(California Population by County, Census Bureau, 2014).

The above designated | arge popul ati on counties are depicted by
t he shades of blue and concentrated around the Los Angel es, San
Franci sco, San Di ego, and Sacramento netropolitan areas.

The m |k shed areas in California are generally sone
di stance fromthe popul ation centers. Cooperatives Table 7.F
(California Total MIk Production: 1995, 2000, 2005, 2014)
details data provided by the California Department of Food and
Agriculture (CDFA) on California county mlk production for
sel ected years from 1995 to 2014. Notably, total production is
I ncreased 67 percent over the 19-year span. Additionally, mlk
production has about beconme nore concentrated. In 1995, the
top five mlk production counties were Tulare, San Bernardi no,
Merced, Stanislaus, and R verside, producing 66 percent of the
state's total. In recent years, the urbanization of
San Bernardino and R verside counties has dropped them out of
the list entirely, now ranking themninth and tenth and
producing 5 percent of the state's total, instead of 22.3
percent .

The new top five counties producing 72.8 percent of the
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state's mlk production are nade up of Tul are, Merced,

St ani sl aus, Kings, and Kern counties. Interestingly enough, if
these were the only counties in the state producing mlKk,
California would still be the largest m | k-producing state in
the country. Cooperatives Map 7.G (California M|k Production
by County, CDFA, 2014) plots the m |k production by county from
Cooperatives Table 7.F and denonstrates graphically the
concentration of production. Cooperatives Table Map 7. H
(California MIk Production and Popul ation, 2014) conbines the
popul ation and production data. Popul ation density is noted by
red dots and denonstrates the high popul ation concentrations on
the coastal counties, while production density, noted by solid
col or shading, is focused nost in the central regions of the
state. Cearly mlk is nmore concentrated in areas where people
are not.

So again |ooking to the tables and going to Table 7.F,
that is a listing of county mlk production taken from CDFA
records, and was used to point out that there had been shifts
in some of the production areas over tine conparing 1995 to
2014.

Going to map 7. G denonstrates m | k production by county
taken fromthat table. And again, blue indicates nmore mlk
production and dark blue indicates the nmost m |k production,
and several metropolitan areas are denonstrated by yell ow

circles wwth a line attached to cities, and there's generally
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not very nuch overlap between blue counties and yellow cities.

Map 7.H further details this by the addition of the red
dots which indicate population in one thousand resident
numbers.

Q Is that ten thousand?

A Ten thousand resident nunbers.

Q Thank you.

A.  And the population indicators in an overlaid over the
cities and the counties of m |k production, and again, the
cluster of red are generally not located in the darkest of the
bl ue states.

Q Counties?

A. Counties. Sorry, counties. Mving back to the
testimony. Bottom of page 3.

A listing of plants and the products they produce is
mai nt ai ned and published by CDFA. Cooperatives Table 7.J.1 and
2 (CDFA Listed Plants with FMMO Cass | & Class Il use) were
taken fromthe 2015 listing. Additionally, Cooperatives Mp
7.1 (California Class |I Plants and M|k Production by County,
CDFA, 2015), using the same m |k production grid, plots the
state's higher use value Cass | plants. The table depicts
pl ants understood to be primarily California State Order Cl ass
1 fluid mlk processing plants, and those that are CSO
Gass 2/3, primarily soft manufactured and frozen products, but

not cheese and whey, or butter and powder processing
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facilities. Note that for this purpose, all the plants we can
determ ne having CSO Cass 2 and 3 definitions, are noted as
Cass 2 operations. O the 82 plants on this list, 35 plants
are FWO Cass | plants, and 47 are FMMO Class Il plants. O
the Cass | plants, 23 are in the high popul ati on zones we have
outlined. O the 47 Class Il plants, 26 of themare in the
hi gh popul ation zones. The California State Order listing is
| ocated at --
http://ww. cdf a. ca. gov/ ahfss/M | k_and_Dairy Food_ Saf ety/ i ndex.
ht m #Pl ant s

Q Wthout going through and reading that long URL, |
think we can just have it, hopefully we can have it just copied
into the transcript as if read in the nanner it's typed on?
Page 4 of Exhibit 72.

JUDCGE CLIFTON: | agree, M. Beshore, | still call those
forward sl ashes, but at any rate, it's easier just to see the
picture of it. So | would ask that the court reporter, when
typing this part of the transcript, go to Exhibit 72, page 4,
top one-third, and type what is shown in this exhibit as if it
had been read into the transcript.

MR. BESHORE: Thank you.

MR, HOLLON:  Continuing fromthe testinony.

Cooperatives Map 7.1 visually depicts that the mgjority
of the higher use Class | use plants --

MR, BESHORE: Could you start that sentence again? Sorry
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to interrupt you, M. Hollon, but you m ssed a word.

MR, HOLLON:  Cooperatives Map 7.1 visually depicts that the
majority of the higher value Class | use plants are in the
nmetropolitan areas where the population density is the
greatest. Cooperatives Map 7.K (California Class Il Plants and
M1k Production by County, CDFA, 2015) with data fromthe same
listing, plots Cass Il operations and the conclusion is the
same. Cearly Cass | and Il plants are generally located in
areas closer to population centers than the concentration of
m | k production.

Looking at map 7.1, we have now, then, the sanme state
map wth the same m |k production densities marked blue, nmeans
more m |k, dark blue neans the nost mlk, the red stars
i ndi cate what we could best identify as fluid mlk processing
with Class | plants, and while there are a fewred stars in the
hi gh production areas, nost of themare clustered in the high
popul ation centers. The list of those plants and the way that
we chose to designate themare Tables 7.J.1. And Table 1 is
the listing of Aass | plants by residential. Colum P of that
tabl e marks them and those would all be plants that have an X
in Colum F indicating fluid mlk. And then they were napped
according to their county.

Table 2, where in Colum P everything is labeled with a
2, were the plants that we could best identify as C ass 2,

California, CDFA Cass 2 and 3 plants, and we identified these
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then as the equival ent of Federal Order Cass Il plants, and
their map according to the city and county where they are
| ocated at. And that is map 7. K
BY MR BESHORE:
Q So when you referred just a nmoment ago to Table 2, you
were referencing table 7.J.2, correct?
A. Correct.
Q Thank you.
JUDGE CLI FTON: Before you start to read again, tell us
where you are in the testimny, M. Hollon.
MR HOLLON  Page 4.
[1l1. Description of the Existing California Department of Food
and Agriculture Transportation Al owance System
CDFA has operated a systemof transportation all owances
since 1983. The systemoffsets a portion of the transport cost
formmoving mlk to designated plants | ocated within designated
areas and neets certain class usage definitions. Allowances
are established by CDFA and are based on m |k novenents between
desi gnated supply points to designated sales points. The
resulting rates are paid out of the producer mlk pool.

As noted in the CDFA wtness's statenent, the |ocations
for which the CDFA system provides an all owance does not
include supplies fromevery county in the state, nor deliveries
to every CSO dass 1, 2, or 3 plant. Deliveries to plants

| ocated within the largest m |k supply regions, generally the
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sane regi ons we noted above, are not afforded an offsetting
paynment because those locations are able to acquire a mlKk
supply at a lower transport cost. Conversely, deliveries to
plants nore distant to the |largest mlk supply regions are able
to equalize the transportati on conponent of their procurenent
costs by the use of the transportation all owance.

I'V. Conparison Haul Costs versus Federal Order Differentia

CDFA publishes sunmary statistics with the transportation
al  onance program
(http://cdfa.ca.gov/dairy/upl oader/ docs/ Haul %20Exhi bi t %20-
%20RPY20Ar ea%20Apri | 9202013 Cct %202014. pdf)

How do you want to handle this?
Q Wbsite URL to be inserted, if we mght, please, your
Honor

JUDCGE CLIFTON: | agree. This website does not even fit on
one line, so we definitely don't want to read that into the
record, so --

MR, HOLLON: And it has lots of backsl ashes.

JUDGE CLIFTON: It does, or forward slashes. W would,
therefore, like the court reporter to go to Exhibit 72, page 5,
and just shortly after the heading "IV. Conparison Haul Costs
versus Federal Order Differential” we would [ike the court
reporter to capture the website that is shown there just as if
it had been accurately read into the transcript.

MR, HOLLON: For this section | want to speak to the tables
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alittle bit ahead of this, of the testinony, and then cone
back again after reading the testinony.

So Cooperatives Table 7M1 & 2 (California
Ranch-to-Plant Hauling, by Area, April 2013 - Cctober 2014).
This is the multi-color table that you have in your packet.

BY MR BESHORE:

Q Wichis also identified -- sorry to interrupt you
M. Hollon -- this is also identified as Exhibit 74, a nore
readabl e version of it. AmIl correct?

A.  You are correct.

Q Ckay. Thank you.

A, So this is aregularly published recap of hauling
information. | cannot renenber if M. Shippel houte included
one of these in his exhibits, but he certainly referred to it.
And this data is collected fromall parties in the state. It
represents transportation transactions across all classes, not
just one California Class 1 or 2 or 3, and it is an imense
anount of detail. It designates frompoints, but | would
enphasi ze those frompoints are not a farm they are a
geographic area. And it designates two points for delivery
poi nts, and those delivery points are not necessarily a plant,
they are a geographic area.

And the data sums by the delivery, the supply points
and the delivery points, sone approxinate number of |oads,

pounds shipped, a mleage range |ow to high, an average mles,
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and then a rate. And this information is furnished by
cooperatives, by handlers who direct hauling, and is collected
in the same manner as we supply data for our own cost equation.
I'I'l be making several references to sone of the data that's in
the Cctober 2014 colum in just a few m nutes.

Q So on Exhibit 74, Cctober '14, there are actually four
months of data in the October 2014, or the set of colums to
the right of the exhibit; is that correct?

A. That's correct. This information is published
quarterly, so the next time it's published, April 2013 wl|
drop off and April 2015 will be added.

Q Thank you.

A Back to the handout.

Cooperatives Table 7. N (CDFA Haul Regions) and these
have been established for sone tine. | was not a part of their
establishnent, so | can't tell you exactly the reasons or the
boundaries, but these have been in place for sonetinme, and so
any of the descriptive data and the cost data that's on the
| arge page statenment, when it indicates, I'll give you an
example, in the upper left of the table that says from Chino
Area 1, and delivered to, and there's five different
possibilities; Chino Area 1, Los Angeles Area 3; San D ego Area
4, South San Joaquin Valley Areas 7, 8, 9, or north San Joaquin
Valley Areas 10, 11, 12, if you |l ook over to the nmap of the

haul regions, you can find the Chino area in the Southern
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portion of the state --

JUDGE CLI FTON: Now, what page are you on |ooking at the
haul areas?

MR HOLLON: Map 7.N, I'msorry.

JUDGE CLIFTON: So we're in Exhibit 73.

MR HOLLON  Yes, 7.N

JUDGE CLIFTON:. Go to 7.N, okay. Thanks.

MR HOLLON: So if there were data that were, that
represented a delivery fromthe Chino area, that would be the
smal | yellow | ower |eft geographic designation that touches
several counties. And if there was a |load of mlk that noved
fromthe Chino area to the Los Angeles area, it would be into
the pink area, that's Los Angeles Nunber 3. So that's how the
froms and the to's, if you will, or the origination and
destination of the data in the big sheet, are recapped.

BY MR BESHORE:

Q By the "big sheet” you nean Exhibit 747

A. Correct, Exhibit 74.

Q Thank you.

A, And again, that data supplied in this type of format by
handl ers who are seeking either a transportation allowance or
providing data for this summary when it is published on a
quarterly basis.

JUDCGE CLIFTON: So just so | understand this, when |I'm
| ooki ng at Exhibit 73, Cooperatives Map 7.N, | notice that at
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the very Northern nmost corner of California there is an area
that is area number 20.

MR HOLLON:  Yes.

JUDGE CLI FTON:  And when | | ook at the exanple you have
shown us from Chino, there isn't any delivery shown into that
ar ea.

MR, HOLLON: So that been -- where were you | ooking at
asking me the question, there was no mlk from Chino that would
have delivered to Area 20. And there's not a lot of mlk
delivered into or out of. But if you |ook at the second page
of the table --

MR, BESHORE: Exhibit 74.

MR, HOLLON: Exhibit 74. And go all the way down, you do
see that fromthat area, which is Del Norte, Hunmboldt to
North Bay there were none, in April of 2013, or none in the
delivered to the South San Joaquin Valley, but there were 27
| oads that were delivered in that area for which there was sone
data collected. And if you run your finger across the four
corners, you kind of see that that's a consistent pattern. By
and large, the patterns sonewhat remain the same, but they are
not all identical fromperiod to period to period.

BY MR BESHORE:
Q So M. Hollon, just looking at table, the map 7.Nin
Exhibit 73, and the | arge Exhibit 74, both of which are in

color, the colors match up; is that right?
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A They do.

Q So that helps reading the two together a little bit.
A, Right.

Q Thank you.

A

Now | want to talk about Table 7.0
So in order to point out that the current |ocation
adj ustment structure or Class | differential structure, that
woul d be, or that would be present in a California Federa
Order, and that structure is, they are listed differential for
all counties. | needed to find sone way to conpare what |
m ght, what the differential structure mght offer a transport
if there was a California Federal Order, and point out that
t hat conpari son was inaccurate. And that's not the easiest
thing to do, and it's even a little bit harder to explain, and
probably even harder to follow

So going to tell you what | did and perhaps a coupl e of
times. So looking to Table 7.Q, | went into exhibit --

Q I'msorry, let me interrupt you right now Table 7.0
is there a typographical error in the title? Maybe it's been
corrected by hand, |'mnot sure. But just so we know what tine
period the data represents.

A, The title initially said Cctober 2013. And so the
first tine | did that exercise, that was the nost recent data |
had available. | did go back and do it for October 2014. So

table 7.0 has on | think everyone's copy, 2013 struck through,
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and witten over 2014.
Q Thank you.

JUDGE CLI FTON: kay. Now, let's talk about that. How
many pages do | have on 7.0? | see | have page 1, but there's
only one page.

MR. HOLLON: There's four pages.

JUDGE CLI FTON: Four pages, okay. So the copy | have, al
four pages still have 2013.

Ms. Elliott, with regard to the copies you have, if you
will look at Exhibit 73, and this table is not a pretty map
with colors, it's a lot of colums and words and nunbers.

Find, if youwll, 7.0 and there wll be 7.0.1, 7.02, 7.0 3,
and 7.0.4 in the heading, the title of that, is the last part
of that heading in yours, 2014? 1Is it showing as corrected?

MS. ELLIOIT: Two out of the three | have checked, yes.

JUDGE CLI FTON: kay. Good. So the record copies do show
the 2014. That's good. The rest of us can correct ours as we
go. And Ms. Elliott, would you be sure to check at a break
that the court reporter's copy al so shows the 20147

MS. ELLIOIT: Al of them have 2014.

JUDGE CLI FTON: Gkay. Now, you know, the one I'mtalking
about is the one she'll take honme for her own use for typing,
the one that's on her desk right now, that's the one |I'm
tal king about. Just -- just to be sure, because she can't make

corrections while she's capturing everything that's said.
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kay. Thank you. M. Hollon, you may resune.

MR, HOLLON: Looking to Table 7.0 1, rows 1 and 2, data was
taken fromthe differential maps, as well as the CDFA table,
Exhibit 74. So row 1, for exanmple, would be a shipnent from
the Chino Area 1, just so happened there were 64 | oads that
went out of that area. And Chino Area 1 enconpasses in the
main, Riverside and it is -- say it the other way. Chino area
1is located in Riverside and San Bernardino Counties. It does
not include the entirety of those counties, as you can tel
fromthe map we | ooked at. And in those two counti es,
Riverside has a Class | differential of $2; San Bernardino has
a Cass | differential of $1.80.

Taken fromthe table, there were deliveries into Chino

Area 1 and into Chino Area 2. And again, the counties that fit
those deliveries, and the differential that fit those
deliveries, and the CDFA haul rate that they determ ned that
was .4, let's see howto say it right -- $0.4276 or 42.76
cents. And if you look at Exhibit 74 and go all the way to the
upper right, in Cctober of 2014, you will see on the very first
rowit will show 64 |oads fromChino Area 1, and the rate |
just mentioned $0.4276.
BY MR BESHORE:

Q Gkay. Now, in describing that information here in rows
1 and 2 of Table 7.0.1 you nmentioned a Chino Area 2, if | heard

you right. And | don't think there's any Chino Area 2.
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There is not.

So there's just Chino Area 1 is the only area, correct?

> O >

Correct.

Q But there happen to be two different differentials by
county in that area?

A. Correct.

Q Thank you.

A, So what | attenpted to do was to say what was the, what
woul d be the nost noney that the differential service would
of fset, and what would be the | east noney that the differentia
service woul d offset? And there's no way fromthis data to
know whi ch was an actual transaction. And so if sonmething had,
if this load had originated in San Bernardi no County, and
del ivered in San Bernardino County, or originated in Riverside
County and delivered in Riverside County, there would have been
no gain at all. And if the |oad would have originated in
San Bernardino but delivered to Riverside, there would have
been a 20 cents differential value available. So that's the
how colums | and J were conput ed.

So conmparing what the differential mght offer with
what the transportation rate was, if you have got zero, you
woul dn't cover any of it, and if you got 20 cents, you woul d
cover 47 percent. So that's how colums K and L were conput ed.
And these 64 | oads back over in Colum B, represented a

tenth of a percent, or .11 percent of all of the loads in the
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month that were transported, which were 59,130 | oads.
Q Does that nunber, is that on 74 somewhere?
A.  That nunber is on Exhibit 74 on the second page, all

the way down in the |ower right.

Q Ontheline that's |labeled grand total on the left?
A, That would be a good |abel for that I|ine, yes.
Q And that Cctober 14 | oads col um?
A. Correct.
Q ay. Thank you.
A So | repeated this exercise for selected sanples al
the way through the system | didn't attenpt to do every one,

but as | went through the system if you were to | ook down
Colums K and L on the percent to haul covered solids, you have
a lot of zeroes. You don't have very nany |arge percentages.
On the percent cover haul |argest, you have got, for
exanpl e, this 47 percent we just cal cul ated was anong the
| arger percentages that the differential would offset. The
| argest percentage that the differential would offset would be
in the second block, and you see a 74 percent, but that only
applies to 2.38 percent of the |oads that were transported, and
you woul d assune that all of the |oads got the maxinumit could
get, which is not necessarily realistic because you don't know
exactly the geography it started fromor the geography it ended
at .

And if you look all the way through this on each of the
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four pages, again | ooking down Colum L, in no case is the

amount that would be offset by the differential adequate or

enough to fund the transportation cost.

JUDGE CLI FTON:  And you know that how?

MR. HOLLON: Because the percentage in Colum L is never a

hundred, so that would be we funded it all, and that's not

necessarily the goal to fund the hundred percent. But
typically, well, there's not a |ot of these in the order

system but where the one that is used the nmost is in the

Sout heast. And when in Southeastern orders, Federal Orders 5

and 7, the target in those decisions were 95 percent. And

while that target may be arguable, | mght say, maybe it ought

to be 99 percent. But clearly these are well bel ow that.

if all we were going to afford a credit or an offsetting

So

paynent, in nost cases it would be a very small percentage of

the anount. And this is the nost tedious table in the set.

But that process was repeated in all of these various
conpari sons.

JUDCGE CLIFTON: So let ne just understand the basics.
there's to be a Federal Order, then the way you deal with
subsidy or support for transporting --

MR, HOLLON  Typically typically.

JUDGE CLIFTON: MIk is what?

MR, HOLLON: Is to say if where you started out at a

Cass | differential of $2, and where you ended up had a
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CGass 1 differential of $3, you would gain something. And that
gain woul d be used to, in theory, offset your transport cost
because you paid to get it there. So you got a higher price.

JUDGE CLI FTON: (kay. And when you tal k about the dass |
differential price surface, does that just mean the amount of
extra noney you are getting for the transportati on you have to
do?

MR, HOLLON: It could nean that. |If you would back up to
Table 7.L, these are a listing of all of the differentials that
have al ready been assigned by the Order systemfor California.
There's 3,100 plus counties in the United States, and every
county has a differential assigned. That was discussed in the
earlier testinony about how they were derived, the process. |If
you renmenber in M. Schad's testinony, there was a little bit
of discussion about USDSS versus USDMBS, that acronym and that
nodel done by university, at the behest of the USDA, worked out
a differential service, and then that was in the Federal Order
Ref orm Deci sion. Congress said use the slightly different one,
and that's been in place since then.

And so that differential represents, anong ot her
things, transportation, but M. Schad went through a Iist of
those nunbers and rational e.

So if that were the only value that we were going to
have, it would not be adequate to fund the cost. And in our

proposal, Cass 1 and 2 buyers would be afforded the shipnments
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to those, would be afforded, they would Iike that, and the
seller would |like to have that portion of their cost covered
t hrough that nechanism And as the testinony evolves, we'll be
devel opi ng what that nechanismis.
But the again, the purpose of these four tables was to
show that if left alone, it would be inadequate.
JUDGE CLI FTON: Thank you, that helped nme a |ot.
MR, HOLLON: Back to the testinmony on page 5. Pick up with
V. Conparison Haul Cost versus Federal Order Differentia
And 1'll start with the sentence after the citation
that we discussed how to deal withit.
JUDGE CLIFTON: Right, that website that will already show
in the transcript.
MR HOLLON:  Yes.
The data is provided by mlk sellers to COFA. It notes
t he source, destination, nunber of |oads, m|eage data and cost
data for that nmovenment. Their data is conpiled for al
destinations to all plants fromeach farm and not just those
received in the paynent, and not just for shipnments to Cass 1,
2, or 3 plants. W have taken representative |ocations from
the report for the period Cctober 2014 from Cooperatives Tabl e
7.M1 & 2 (California _ Hauling by Area, April 2013 - Cctober
2014) representing significant m |k novemrents from various
desi gnated haul regions to identify demand points and conpare

the haul cost report reported by COFA with the difference in
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| ocation adjustnment allowed by the Federal O der Cass |
differential price service. Cooperatives Table 7.L (d ass |
Dfferentials California Marketing Area) is a summary of the
existing Federal Oder Class | differentials. The haul regions

depicted in Cooperative Map 7. N (CDFA Haul Regions) are

generally defined, I'msorry, are defined as generally portions
of counties and frequently cross county -- and insert the word
"boundaries."

JUDGE CLIFTON: Al right. |'masking that Ms. Elliott

insert the word "boundaries" on page 5 of Exhibit 72 at a point
about seven lines up fromthe bottom word boundaries ends that
sentence. "Frequently cross county boundaries."

MR, HOLLON:  Cooperatives Table 7.0 (Conparison CDFA
Publ i shed Haul Cost with Federal O der Differential Al owance,
California MIk Sheds and Markets, Cctober 2014) (4 pgs.)
recaps the novenments and cost extracted in Cooperatives Table
M1 & 2.

* Columm A denotes the CDFA | abeled m |k shed;

* Colum B the number of |oads that noved between the supply
poi nt and the demand point;

* Colum C the counties that nake up the principal geography
of the supply area,;

* Colum D the Federal Order Cass | differential for the
specific supply zones -- and | would note that after the

word differential is reference to footnote nunber 1.
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Readi ng footnote nunber 1:

Federal Order provisions establish a Cass |
differential value for every county in the United
States. The differential is designated, in part,
to the represent the cost to attract the mlk
supply to demand | ocations. The price surface was
establ i shed during the Federal O der Reform
hearing process that cul mnated the fina

decision, mlk in the New Engl and ot her marketing
areas. Decision on proposed amendnments to

mar keting agreenments and to orders.

(64 Fed. Reg. 16026, et seq. (1999)).

I n general, the hearing record gathered supply,
demand, processing cost, raw mlk transport, and
dai ry product distribution cost data for the
entire United States, and devel oped a supply
demand | east cost nmodel to fill all the demands at
the | east cost for processing, mlk transport, and
dairy product distribution. A listing of these
differentials can be found at 7 CFR Part 1000. 52.

BY MR BESHORE:

Q Just to interrupt you there, M. Hollon. O course

those differentials in the final decision, as you have

testified and M. Schad testified, were changed by act of

Congr ess,

and ultimately the differentials in the CFR ended in

pl ace of the Congressionally enacted ones.

A. Correct.

Q Thank you.

A.  Myving back to the testinony.

* Colum E the CDFA | abel ed pl ant zone;

* Colum F the principal counties that conprise the the plant

Zone;

* Colum Gthe Federal Order Cass | differential for the
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specific plant zone counti es;

*  Colum H the CDFA conputed haul rate;

* Colum | the snallest non-negative value difference between
Class | differentials in the counties conposing the supply
zone and the counties conposing the plant zone;

* Colum J the largest value difference between O ass |
differentials in the counties conposing the supply zone
and the counties conposing the plant zone;

*  Colum K the percent of the CDFA cal cul ated haul rate
covered by the smallest differential difference;

* Colum L the percent of the CDFA cal cul ated haul rate
covered by the largest differential difference;

* Colum Mthe percent of the total volunme haul ed represented
by this set of source and destinations;

The data in cooperatives Table 7.0 represents 57,549

| oads of mlk, or 97.3 percent of the data in the CDFA, Cctober

2014 report. The average transport rate in the sanple was 75

percent per hundredwei ght. In the observations collected,

transport cost for CDFA range from 35 cents per hundredwei ght
to $1.82. These representative observations illustrate that
the differential value in every case is well below the cost of
transport and covers too small a percentage of the cost to be
useful or equitable wi thout additional cost offset provisions.
The three supply - demand | ocations that have a | argest

recovery percentage are the Chino Area 1 to the Los Angel es
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Area 3, (73 percent recovery if all the mlk were in the
| argest differential spread |ocations) accounting for 2 percent
of the total observations; the South San Joaquin Valley Area,
7, 8, 9, to South San Joaquin Valley Area 7, 8, 9 (56 percent
recovery if all the mlk were in the largest differentia
spread | ocations) accounting for 50 percent of the
observations; and South San Joaquin Area 7, 8, 9 to Los Angel es
Area 3 (47 percent recovery if all the mlk were in the |argest
differential spread |locations) accounting for 8 percent of the
observations. But even those observations are bel ow a
reasonabl e and equitable relationship for cost recovery.
Furthernore, some of the hauls in each of these areas nay take
pl ace frompoints that would have a |l esser or no differentia
difference to possibly offset the transport cost.

These three observations collectively account for 60
percent of all observations. The renmaining 40 percent show a
much smaller contribution fromthe differential value
differences to offset a transport cost, and in nmany cases, the
differential value is zero.

Cooperatives Table 7.P (California Popul ation (2015)
M Ik Production (2014), Federal Order Differential and State
Pool i ng Designation) details each county, its Federal O der
Cass | differential, population, population percentage,
designation by CDFA as a Northern California county for pricing

purposes (1) or Southern California County for pricing purposes

3327

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XVII Court Reporters



© o0 ~N oo o b~ w DN P

NN NN R R R R R R R R R
g A W N P O © O N O O M W N B O

(2), the population weighting for that county as a CDFA pricing
desi gnation, and the 2014 m |k production for the county. The
data summary by FMMO zone is recapped bel ow, and Cooperatives
Map 7.Q (Federal MIk Marketing Order Class | Differential and
Summary Statistics, Population and M|k Production, 2014)
depicts this graphically.

Cooperatives Table 7.P - Sunmary

Q At this point, perhaps well, do you want to read the
data, M. Hollon, or how do you want to handl e the table which
is incorporated into the text of Exhibit 72?

A.  So looking at the data, the first colum is the
appropriate Federal O der zone, ranging from$1.60 up to $2.10.
The popul ation in that selected geography; the percentage of
the popul ation in that sel ected geography; the m |k production
in that selected geography; and the percentage of mlk
production in that sel ected geography.

So for exanple, in the $1.60 zone, five percent of the
popul ation resides there, but 49 percent of the m |k production
is located there. O in the highest zone, the $2.10 zone,

i ncl udes 43 percent of the popul ation and the m |k production
percent i s not enough to register one percent, so between zero
and one percent.

Looking to the map, Cooperatives Map 7.Q has all of the
sane information, but it's graphically shown instead of

t abul ar .
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Q kay. Your Honor, | would like to request that the
tabl e which appears in the page 8 of exhibit 72 be reproduced
inthe transcript as it appears in the exhibit, as if read, at
this point.

(Refer to the table on Page 8 of Exhibit 72.)

JUDGE CLIFTON: | agree. |'mgoing to instruct the court
reporter to turn to, when typing the transcript, to turnto
Exhibit 72, page 8, and in the top half of the page, to picture
this table, to type this table into the transcript, but include
pl ease, the words above the table:

Sunmary- Cal i forni a Popul ation and M|k Production by FMMO Zone
and then show the table with its headings and its colums and
Its nunbers.

MR, BESHORE: Thank you.

JUDCGE CLI FTON:  You're wel cone.

So, M. Hollon, when we when we have the Exhibit 73,
Map 7. Q open, and we | ook at your table, walk us through some
of this.

MR, HOLLON: Ckay. Looking at the map, for exanple, the
yell ow represents the $1.80 zone or where the Cass |
differential is $1.80 in those counties. Looking down in the
| ower left corner there is a text box with a $1.80 zone in it,
and it recounts the popul ation 34 percent, 13.2 mllion; and
the mlk production fromthat same geography, 6.2 mllion, 15

per cent .
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If you were to | ook over on the table, you would see
the same 34 percent and 15 percent. And so it's just a matter
of what you are attenpting to point out, again, that popul ation
and m |k production don't necessarily match up. And in order
to neet those demands, mlk will need to nove where it is
produced to where it is processed and ultimately consuned, and
that the differential difference, if you only had the Federa
Order alone, it would be inadequate.

JUDGE CLIFTON: And so there really are only five zones in
all of California.

MR, HOLLON:  That's correct. And you know, those
boundaries, you know, if we had Arizona or Nevada or O egon,
there woul d be zones in those states, and sonme cases they woul d
align and in some cases they woul d extend.

JUDGE CLI FTON: Thank you. M. Beshore?

BY MR BESHORE:
Q Ckay. You may resume on page 8, | guess, M. Hollon
A Page 8, picking up fromthe paragraph that is just
bel ow t he summary tabl e.

To summarize, the $1.60 zone has five percent of the
popul ation, and 49 percent of the m Ik production; in the $1.70
zone these ratios are 12 percent and 33 percent; in $1.80 zone,
34 percent and 15 percent; in the $2.00 zone, 6 percent and 2
percent; and in the $2.10 zone, 43 percent and | ess than one

percent of the mlk production. Cdearly the m |k production
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and popul ation centers are not in the sane counties.

The Federal Order differential structure alone is not
adequate to move mlk fromsupply to demand points, and the
mar keting systemw || need additional cost recovery assistance
to function in an orderly manner and incent mlk to nove to the
hi gher use classes. Wthout an inside the market
transportation credit system--

JUDGE CLI FTON: Read that again, please.

MR, HOLLON:  Wthout an inside the marketing area
transportation credit system many of the Cass | and Cass |
handl ers woul d be at a conpetitive di sadvantage to serve
simlarly situated use Cass 1 and Class Il handlers located in
the nore densely supplied mlk shed areas.

The proposed California Oder includes a narket-w de
pool. Qur proposal wll pay every producer the sanme basic
pool ed bl end price, adjusted for quota where appropriate, in
essence, assuring that all producers share equally in the poo
returns. The full cost of the transportation credit system
will be borne by the blend price pool, assuring that all
producers share equally in the cost of serving the higher val ue
market. Only the reinbursable transportati on costs that
actually occur are deducted fromthe pool. Cass | handlers
will be billed according to their location, but all of the
nonies W ll be blended into the producer pool. Thus, there is

no reason to adjust the transport reinbursenent rate by the
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difference in differential val ue.
V. Cooperatives' Transportation Credit Paynent Construction

A, General Description

The Cooperatives' proposal is both mleage and transaction
based. For each haul trip that nmeets the criteria for a
paynent, an established rate will be paid. Mles for which
rei mbursenment is paid will be based fromeach producer |ocation
to the destination of the route, nmultiplied by the pounds
pi cked up fromthat producer. Reimnmbursenments will be limted
to only 225 mles and will be paid only on mlk actually
delivered, and will be increased or decreased by a fue
adjuster. Handlers will receive transportation credit paynments
on shipments to plants that are |ocated in designated areas
meeting specifically defined m |k use paranmeters. The cap of
225 mles reflects data fromthe CDFA study on the maxi mum
nunber of mles that mlk is transported and is a reasonabl e
di stance to set the cap limt. This limt will -- this wll
limt the disorderly application of the reinbursenment rate.

B. Devel opnent of the Rate Estimating Equations

To preserve the confidentiality of the data in devel opi ng
the rate rei nbursenent fornula, the proponents requested
assi stance fromthe staff of the Pacific Northwest Market
Adm nistrator's Ofice to anal yze delivery costs and derive
equations to estimate the cost function. The Cooperatives

subm tted data on source point, destination point, mles
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travel l ed, volumes transported, and rates paid (including if
appl i cabl e per hundredwei ght rates, nileage rates, stop
charges, and fuel adjustnments) for all deliveries to FMMO O ass
| and Il plants (CDFA Class 1, 2, and 3 plants) for May and

Cct ober of 2013.) The data was based on each producer and each
delivery and was simlar in formto the data submtted to CDFA
that is used to conpile the quarterly recap cost publication.

JUDGE CLI FTON: Go ahead and just read and that is used to
conpile, and finish the sentence fromthere.

MR, HOLLON: -- that is used to conpile the CDFA quarterly
recap haul cost publication. For each record, 30 cents per
hundr edwei ght was deducted fromthe cost. Based on our
experience across all mlk sheds, a rate of 30 cents per
hundredwei ght is a typical "local" haul rate. This anount
represents the charge for delivery to the |ocal market or the
producers responsibility for a portion of the cost of a |onger
di stance haul in order to neet a demand order. Observations
with haul rates also then 30 cents per hundredwei ght were not
i ncl uded.

JUDGE CLIFTON: Let's go off record for just five m nutes.
It is alnmost 11:35. Let's take ten mnutes. Please be back
and ready to go at 11:45.

(Wher eupon, a break was taken.)

JUDGE CLIFTON: We're back on record at 11:47.

M. Beshore, would you address what we discussed during
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the break with regard to the difficulty in re-creating a table
within the transcript?

MR BESHORE: |1'Il try to. Marvin Beshore

| understand that it is logistically difficult, perhaps
i npossi ble, to incorporate a graphic table such as appears on
page 8 of M. Hollon's testinony, Exhibit 72, to incorporate
that into the transcript itself as | had requested. | do
understand that. And with that understandi ng, you know, we
certainly won't make any further requests of that nature, but
w |l ask that the testinmony reflect, just discuss the table as
appears on page 8 of Exhibit 72 for instance, or the applicable
page of the exhibit, so that the person reading the transcript
can have the table fromthe exhibit in their hand for reference
to the testinony itself.

JUDGE CLIFTON: Very good. So | had previously instructed
the court reporter to include in the transcript the table
that's found on page 8 of Exhibit 72, and | reversed nyself. |
don't want that done. So | did ask that the words be included:
Summary -- California Population and MIk Production by FMVO
Zone. And | would like that to show and then there can sinply
be an indication "table omtted.” So that table is not only in
Exhibit 72 at page 8, but it is in another exhibit as well; is
that correct, M. Beshore?

MR, BESHORE: |I'mnot sure that it is. It is a summary of

table, of data on Table 7.E of Exhibit 73, but | do not believe
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that the table itself isin 7.P. aml correct, M. Hollon?

MR HOLLON: | think that's correct.

MR BESHORE: Yes. So | would want to note as | abeled on
page 8 of Exhibit 72, that Cooperatives Table 7.P summary, that
that is what this data set on page 8 of 72 is. Sunmary of what
of the data in table 7. P of Exhibit 73.

JUDGE CLI FTON: Very good. | encourage, ny own preference,
| encourage you to continue to put in snapshots like this table
within testinmony that will be read into the record, even if it
is a portion of the testinony that won't actually get read into
the record, because those of us who will be |ooking at Exhibit
72 wll appreciate the visual that this table provides for us.

All right. Now, M. Beshore, do you recall where we
were when | took the break?

MR. BESHORE: To be perfectly candid, no.

JUDCGE CLI FTON: Do you, M. Hollon?

MR, HOLLON. Page 10, the paragraph in the mddle of the
page, beginning with "the supply and destination points were
defined as foll ows:"

JUDGE CLI FTON: Okay. Now, before you go there,

M. Hollon, go back to page 8, and now that you know that the
table wll not appear as you have shown us, | would like you to
talk a little bit nore about what's depicted there, if you
choose to.

MR, HOLLON:  In the sunmary table on page 8 is a recap of
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the data that's shown on the map 7.Q so the map 7.Q depicts
the various counties that make up the various differential
val ues, and there are sone sunmary data for each of the
differential locations. So, for exanple, the $1.80 location
area, each county that has $1.80 Class 1 differential is shown
on the map as yellow, and there is a text box with an arrow
that points into that yellow bl ock of counties that has
popul ati on nunber and percent, and m |k producti on nunber and
percentage. And the infornation that's in those text boxes are
what appears in the summary of table 7.P which is on page 8.
BY MR BESHORE:
Q Gkay. Could you pick up then, M. Hollon, on page 10?
A.  Page 10, picking back up with the statenment, and
starting in roughly the mddle of the page.
The supply and destination points were as foll ows:
Transportation Zone 1 - deliveries to plants located in
the counties of Los Angeles, Orange, Riverside, San Bernardino,
San Diego, and Ventura, originating fromdairy farnms |located in
the counties of R verside or San Bernardino. These are
represented as "So Cal (R/'SB)" in Cooperatives Table 7.R
(Descriptive Data Resulting fromthe Market Adm nistrator
Transport Study - California Data, May and Cctober 2013.)
Transportation Zone 2 - deliveries to plants |located in
the counties of Los Angeles, Orange, Riverside, San Bernardino,

San Diego, and Ventura, originating fromdairy farns |ocated in
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all other counties with in the marketing area, except Riverside
and San Bernardino. These are represented as "So Cal (-R/ SB)"
in Cooperatives Table 7.R

Transportation Zone 3 - deliveries to the counties of
Al anmeda, Contra Costa, Marin, Napa, Sacranmento, Santa O ara,
Santa Cruz, San Francisco, San Mateo, Sol ano, and Sonoma
originating fromDairy farns |ocated in all other counties
within the marketing area. These are represented as "Not So
Cal" --

Q Wiat -- spell it again, or start again with the name
you have cal |l ed that zone.

A. These are represented as "Not So Cal" in Cooperatives
table 7.R W sel ected these conbi nati ons as nost
representative of the market's procurenent patterns for areas
where transportation credit assistance was necessary. They
represent paynments fromnarrowy defined procurenent areas, as
in the case of Transportation Zone 1. Qur experience is the
m | k assenbly and delivery conditions are different fromthat
regi on when conpared to the general situations in
Transportation Zone 2 and Transportation Zone 3, which
represent |onger transport ml eages.

Additionally, as denonstrated earlier, the destination
points selected reflect areas of increased population and the
predom nance of fluid plants. There are plants that --

JUDGE CLIFTON:  In the predom nance of --
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MR HOLLON: O fluid use plants. There are plants that
w Il not receive transportation credit assistance. Those
plants are |ocated in areas of high m |k production, having
shorter hauls, and thus, |ower procurement loss. Only counties
| ocated in the marketing area would be eligible for
transportation credit.
C. Descriptive Data

Q Now, at this point on page 11 of Exhibit 72, you have
printed in the text of Exhibit 72, the very table which is also
intable 7.R in Exhibit 73.

A, Correct.

Q Ckay.

AL So I'mgoing to turn to Table 7.R and tal k about the
information that's there. And the first is, | need to have a
correction penciled in. The October nunber of 574 shoul d be
o47.

Q That's in colum A?

A Colum A

Q The nunber of records for Cctober shoul d be 547 rat her
than 57472

A. Correct.

JUDGE CLIFTON: Now, Ms. Elliott, are you there?
M5. ELLIOIT: Yes.
JUDCGE CLIFTON: So -- and do you also still have open page

11 of his testinony?
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M5. ELLIOIT: Yes.

JUDGE CLI FTON:  Wich is Exhibit 72?

MS. ELLI OTT:  Uh- huh.

JUDGE CLIFTON:  You will notice that in his testinony he
has it correct as he wants us now to change it --

MS. ELLIOIT: Ckay.

JUDGE CLIFTON: -- on the table. Al right. So |I'm making
ny change as well, 547, all right. And the record copies wl|
be conformed accordingly. M. Hollon?

MR, HOLLON: Table 7.R is sone descriptive data for the
information that the Cooperatives shared with the Market
Adm nistrator's Ofice to generate a rate-estinating equation.

The term"record" sinply neans a reflection of a page
of data. And so we sent in information per farm per
destinati on point, pounds, mles, and a cost. And a page may
have had information about a dozen farms, 20 farms, or 2 farns,
that's all that the word "record" refers to.

We sent information for the month of May and Cctober to
represent a flush nmonth and a nonth when m |k production was
high and a nonth when m |k production was somewhat |ower. W
only sent information on transports that went into the
desi gnated denand areas that | have identified in ny recap of
transportation Zones 1, 2, and 3, and you can get some sense of
how many records there were, but a better sense would be to

| ook in Colum B, which is pounds. And so for the two periods
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for all the, for all data we submtted was 835, 880, 529 pounds.
BY MR BESHORE:

Q And those pounds were deliveries by, from cooperative
farns to Cass | and Il plants?

A \Well, what would be considered a Federal Order d ass
and Il or a California Class 1, 2, and 3.

Thank you.

A.  And that was segregated by how many pounds were in May
and Cctober and how many pounds went to the various
transportation areas. The rest of the description, | omtted a
col um reference, so pounds per record doesn't have a colum of
reference.

Q Do those, does this that columm have any particul ar
significance, in any event?

A, No.

Q Ckay.

A Colum Cis a weighted mles, so gives sone idea of
what the average of |ooking down in the demand areas, what the
wei ghted mles were, so that would be, you know, a figure
representing the load size and the m|eage, a weighted average
rate. It would be the same, and, you know, essentially to note
that there is some differences in the denand areas on a
wei ghted average rate, and wei ghted average rates per mle, and
rates per loaded mle. And they are not, |ooking across at the

demand areas, they are not the same in each area. So it points
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to the need for a different estimating equation for the
di fferent areas.

Again, all of the rates were reduced by 30 cents, so if
the record indicated that transaction cost a dollar, we reduced
it by 30 cents to represent what is a typical, in our
experience in the state across all of the narkets, a loca
haul , and producers responsibility for perhaps a nore distant
haul than a portion of that responsibility.

And, again, this data was taken from confidentia
busi ness records of the Cooperatives, and so while we are here
jointly in a proposal, certain elements of our business we
sinmply choose not to share with one another, so that's why we
went to a third party to do this, plus to gain the experti se.

JUDCGE CLI FTON: So -- okay. Looking back at your three
transportation zones that are at the bottom of page 10. | see
what those are, and then you have the little shorthand way of
referring to themwhich is in the table.

MR HOLLON:  Yes.

JUDCGE CLI FTON: Wy did you choose the little shorthand way
of referring to Transportation Zone 2 with a minus in it?

MR, HOLLON: To indicate not, to make it fit in the space.

JUDGE CLI FTON: Ckay. So you still -- okay. So that's not
Ri versi de and not San Bernardi no?

MR. HOLLON: So going back to transportation Zone 1 and 2,

they both reflect deliveries to the same plant |ocations, but
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the supply locations in one case are only from Ri versi de and
San Bernardino County, and the other is fromany other county
in the state that went there.

JUDGE CLIFTON: ©Ch, | get it.

MR, HOLLON: And we designated the zones, both the denand
points and the supply points, based on our experience of what
we t hought was typical and responsi bl e assignnent.

BY MR BESHORE:

Q For those zones, essentially Riverside and
San Bernardi no, are they closest counties to the --

A.  Yes, they are closer to the demand area and woul d have
a different transportation characteristic.

Q Gkay. The rest of the counties are nore distant?

A.  Mre distant, yes.

Q Thank you.

(See table at the bottomof Page 11 of Exhibit 72.)

JUDGE CLIFTON: This is an amazing piece of work.

MR. BESHORE: W're still going through it. W're not at
the end yet.

JUDGE CLIFTON: It's great. Yeah, but just having gotten
this information fromthe Cooperatives and distilling it |ike
this is really, really amazing. | think it's time for |unch.
What do you all think? M. Beshore |ooks disappointed, he
wants it keep going.

MR. BESHORE: Well, we were thinking of the possibility of
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finishing the direct before lunch. It is, obviously pushing
later and later. So I'm you know, we're open to break.
M. Hollon?

MR, HOLLON: Certainly.

JUDGE CLIFTON: If you want to keep going, |I'mfine with
it. W did just have a break.

MR. BESHORE: |'mnot sure we can finish.

JUDGE CLIFTON: We don't have to finish, if you would Iike
toget inalittle nore before lunch that's fine with mne.

MR, BESHORE: Yeah, let's push |onger.

JUDGE CLI FTON: Gkay. That's good.

MR, HOLLON: On page 12, beginning fromthe top of the
page:

For anal ysis purposes, the data, both source and
destinati on point, were grouped as described above for
Transportation Zones 1 through 3. Cooperatives Table 7.R
(Data resulting from Market Adm nistrator Transport Study -
California Data, May and Cctober 2013) details descriptive
i nformation concerning the data submtted.

The data was sorted by nonth and by denand area. There
were 1073 records representing 835,880,529 pounds delivered in
May and Cctober. Submtted deliveries in May represented
416, 461, 767 pounds, and in Cctober, 419,418,765 pounds. These
nont hs were chosen to be representative of a flush and short

mlk supply situations. The average |load travelled a wei ghted
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average 112.1 mles. Pounds used in the predicted equations
represented 78 percent of the pounds in each of the two nonths
that received the transportation all owance from CDFA.

D. Study Results

Anal ysis was performed in order to:
1. Develop a representative equation to estimte the cost per
hundr edwei ght per mle for each of the Transportation Zones;
2. Cenerate a credit to the handler that closely approxi mates
the actual cost of delivery, less 30 cents per hundredwei ght;
and
3. Reflect the approxi mate cost of supplying each of the
Transportation Zones.

The equations estimating costs resulting fromthe
anal ysis of the data, Cooperatives' Table 7.S (Regression
Summary fromthe Market Adm nistrator Transport Study -
California Data, May and Cctober 2013) were in the formof an
intercept plus the coefficient or constant, which is multiplied
by the mles driven. The proposal includes separate equations
for each cost determ nation for each of the three demand areas.
The equations show good predictability and met the three
obj ectives outlined above. Variations in predicted versus
actual involve chiefly differences in farmsize and density in
the various mlk sheds, peculiarities in road networks wthin
the different delivery points, and the differences in the

m | eages necessary to deliver to each market. For exanple,
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delivery into a market may require nore mles, while delivery
into another market may require nore tolls and be in a
high-traffic area.

For the conbined three regions for the Cooperatives in
both nonths, the equations resulted in a cal cul ated paynent of
$5.205 mllion versus an actual paynent of $5.261 mllion.

Q Can you just clarify when you say actual paynent, what
you nmean there? By and fromwhere or --

A.  The data that was submtted, | included detailed
information fromthe destination, fromthe source point to the
delivery point, mleages, volunes, and how much was paid for
that transport.

Q Sothe --

A, So that would be the actual.

Q The actual payment is what was actually paid the
trucker?

A. Correct.

Q On the records?

A On the records that were recorded.

Q Thank you.

A, And the estinmated amount woul d be what the rate
estimating equations woul d have generat ed.

JUDCGE CLI FTON:  Now, when you say estimated, are you
equating that with cal cul ated?

MR HOLLON:  Yes.
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JUDGE CLIFTON:  Ckay.

MR HOLLON:  For the month of May, the equations resulted
in the cal cul ated paynent of $2.156 mllion.
BY MR BESHORE:

Q Read that again.

A, For the nonth of May, the equations resulted in a
cal cul ated paynment of $2.516 million versus an actual paynent
of $2.582 mllion, and for Cctober, a cal cul ated paynment of
2.689 mllion versus an actual payment of $2.679 mllion.

Cooperatives Table 7.S I'mgoing to nove back over to
the tables and tal k about table 7.S.

Q Wiichis reprinted in Exhibit 72 at this point in the
docunent on page 13. But it is the very sane table that is in
Exhibit 73 as 7.S, correct?

A, Correct, except for the word coefficient and constant
are different, but they are intended to nean the sane thing.

Q Gkay. So | interrupted you as you were going to talk
about 7.S.

A kay. So supplying all of the data and having, again
trying to conme up with a cost-estimating equation, these were
the results. So for the demand area --

JUDGE CLI FTON: Before you do that, please read into the
record above the table what you call it, including your title
for it and so forth.

MR, HOLLON: Cooperatives Table 7.S (Regression Sunmary
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fromthe Market Adm nistrator M|k Transport Study - California
Data, May and COctober 2013)

We had three demand areas, which | have outlined
earlier. So for the demand area So Cal (R/ SB) Southern
California, coming fromRiverside and San Bernardi no counti es,
Transportation Zone 1, the estimating equation would have had
an intercept of 0.04497, plus a constant of 0.00318 for that
area, times a nunber of mles driven. And in our fina
equation, that constant would be adjusted by fuel adjuster.

The R-Square, or the neasure of how good a predictor the
equation is of the actual data, was 0.792 or 79.2 percent. And
agai n, the nunber of records, pounds, and weighted mles from

t he descriptive data.

The second equation, which woul d have been estimating
deliveries into Southern California listed as So Cal (-R/ SB)
were deliveries into Southern California fromany county except
R verside and San Bernardi no, Transportation Zone 2, would have
had an intercept of 0.00485, and a constant of 0.00546 and
agai n, the constant woul d be adjusted by fuel adjuster.

And the R-Square for that equation was 97.6, indicating its
predictability to, predictability of the equation versus the
actual data

And third demand area, Not So Cal, or Not Southern
California, Transportation Zone 3, had intercept of 0.05441,

and a constant 0.00571, and again, that would be adjusted by a
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fuel adjuster. And had an R-Square of 0.992.

And | would note that the intercepts to show different
val ues of which would be expected, and that the Transportation
Zone 2 value has a different |ooking intercept than the other
two, but that is reflective of the nake up of the observations,
and we went back and | ooked at that nany times as a part of our
process, and those are the nunbers that are accurate.

BY MR BESHORE:

Q Can you just talk briefly about the | abels, constant
and coefficient, which are different words of the same place in
the table that's on page 13 of Exhibit 72, versus the table
that's in Exhibit 73. Just describe what those are on, | think
you said the words basically neant the sane thing or attenpted
to.

A, That was ny mistake of labeling themdifferently, and I
did both of, you know, created the first table and copied it
in, and made a change in that absentm ndedly. But the
estinmated equations, as we'll run through them are in the form
of, for exanple, in the Transportation Zone 1, it woul d take
0.04497, plus the fuel adjusted 0.00318 tines the nunber of
mles, and whatever that represents, is a, ends up being a cost
per hundredwei ght per mle, and you multiply that by the
hundr edwei ghts driven, and that woul d give you the credit
payment. And that's detailed again, as we go through the

docunent .
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Q So just a couple of things, then. Are cost and
coefficient just terns that are sonetines that interchangeably
used in these kinds of statistical calculations?

A. | interchange them

Q kay. Now, the nunmbers in the colums on Table 7.S
intercept and constant, are they dollars and cents itens?

A, Wll, they resulted in dollars and cents item so to
say they are exactly dollars and cents, |'mnot sure that woul d
be the right definition. But when you run themthrough the
process, you end up with a dollars and cents item

Q Ckay. Thank you.

(See Table on Page 13 of Exhibit 72.)

A. Back to page 13.

E. Fuel Adjustor

Di esel fuel is one of the key conponents of the cost of
mlk transport. The proposal includes the fuel cost adjustor.
H storically, diesel fuel prices are marked by periods of
volatility. Price volatility makes it difficult to negotiate
the full value of frequent fuel cost changes. Thus, a fuel
adjustor is an inportant mechanismin the regul ated transport
cost recovery system Its inclusion serves to fairly and
accurately reflect fuel cost changes, thus maintaining the
rei mbursement cost fornmula in line with actual cost, and
preventing either underpaynent of cost or making a w ndfal

paynment if fuel costs were to decline significantly.
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Additionally, the inclusion of a fuel cost adjustor should
reduce the frequency of hearings to adjust the transport
rei mbursenment rate and has been included in other FMMO
transportation credit systems in the Southeastern orders.

Qur proposal for a fuel cost adjustor is based on
current experience in the California market. Qur fornmat to
conpute an adjuster is:

1. Determne a price series for fuel
2. Determne a base period for measuring fuel cost change;
3. Conpute the difference between the base period and the
current period,
4. Divide the difference by a standard mles per gallon to
arrive at an adjustnment factor per mle;
5. Divide the dollar cost by a typical l|oad size and then by
100 to express the value in a cost per hundredwei ght per mle
6. Miltiply the result by the nunber of hundredwei ghts haul ed
and the mles travelled.

Q Is that point 67?

A Point 6. Miltiply the result by the nunber of
hundr edwei ghts haul ed and the mles travell ed.

For the current price neasure to adjust diesel fue
cost, our proposal wll use the nost recent eight weeks average
of the diesel (online highway) - Al Types Price Per Gallon as
reported by the Energy Infornation Adm nistration of the United

States Departnent of Energy for California fromthe price
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series Wekly Retail Gasoline and Diesel Prices. This data is
publ i shed --

JUDGE CLI FTON: Let ne have you -- within that sentence you
have got in parentheses witten, (on highway) and you read it
as (online highway.)

MR, HOLLON:  Ckay. | meant on hi ghway.

JUDGE CLIFTON: On highway. Al right.

MR. BESHORE: Thank you, your Honor.

MR, HOLLON:  This data is published weekly and prices from
January of 2011 through July 2015 are outlined in Cooperatives
Table 7. T (California No. 2 Diesel Retail Prices (Dollars Per
Gallon)) and depicted in Cooperatives Chart 7.U (E. I.A --
California nO 2 Diesel Retail Prices January 2011 to July
2015.)

This file can be found at:
http://tonto. ei a. gov/ dnav/ pet/ hi st/ Leaf Handl er. ashx?n=PET&s=END
_EPD2D _PTE_SCA DPG&f =M

Q W would like to request that that URL for that
website, which is nore than a line long, be placed in the
transcript as if read at this point, as it is printed on page
15 of Exhibit 72.

JUDGE CLIFTON: | agree. The court reporter will go to
Exhibit 72, page 15, and find the website that's located the
second line down fromthe top and type that in as if the

witness had read it into the record.
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MR, BESHORE: Thank you.

MR, HOLLON: Returning to the testinony at page 15, top of
t he page:

Using the nost recent prior eight weeks average all ows
for short-term spikes or --

JUDGE CLIFTON: Wiit, wait start again.

MR, HOLLON: Using the nost recent prior eight weeks
average price allows for short-term spikes or troughs such as a
weat her event or a short-term "market shock"™ to be incident to
be averaged out. W propose using the period April 2013
t hrough Novenber 2013 to establish the base. This period
overlaps by a month on each end the period for which the
Cooperatives' actual data was collected for the rate study.
The eight nonth base diesel rate price was --

BY MR BESHORE:

Q Start that sentence again

A.  The eight nonth base rate diesel price was $4. 11 per
gal lon. For the purposes of this exanple, the nost recent
ei ght week average diesel price was $3.094 per gallon, and that
woul d have been, (06/22/2015-08/010/2015), which would
represent fromJune 22 to August 10t h.

Q O 2015?

A O 2015. This base would be used by the Market
Admi ni strator each nonth to conpute the fuel adjustor. It

would remain in place until changed at a subsequent hearing.
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For inplementation of a final decision, the nost recent eight
week period woul d be set by the Market Admi nistrator in
accordance with the process described above.

JUDGE CLIFTON: Al right. Let's just go back up one
paragraph and | ook at the way that date is expressed, that
August 10, 2015. Shall we strike a zero just so that it is in
the nore usual format?

MR, HOLLON:  That woul d be true.

JUDCGE CLI FTON: kay. So it doesn't nake a difference, but
we mght as well be used to looking the at the date. So let's
have the, Ms. Elliott, if you will mark on the two record
copi es, this change on page 15 of Exhibit 72, at the very end
of the first full paragraph there's a date. And that date is
August 10, 2015, expressed in nunbers. So if you will just
strike the O before the 10.

M5. ELLIOIT: kay.

JUDGE CLI FTON:  Thank you. Al right. Now, you have read
t he next paragraph, and so if you want to start with the next,
headi ng you may.

MR, HOLLON:  The next paragraph is cooperatives Table 7.V
(Conbi nation Truck, Fuel, Consunption and Travel) is abstracted
fromthe H ghway Statistics as published by the U S. Departnent
of Transportation for conbination trucks. The H ghway
Statistics Series consists of annual reports containing

anal yzed statistical information on notor fuel, notor vehicle
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registrations, driver |icenses, highway user taxation, highway
m | eage, travel, and highway finance. This information has
been published annually since 1945. The data for 2013, the
nost recent data avail able, show an average of 5.8 mles per
gallon as a national average. This also reflects the
experience of our hauling operations in California, and this
data series has been used in other FMMO heari ngs.
So I'mgoing to go back to the exhibit and | ook at 7.T,

7.U, and 7.V. 7.T is sinply a listing of the diesel prices
fromthe locations cited, and showing for the period April of
2013 through Novenber of 2013, an average of 4.110. And this
Is what we chose to use for the base period. The data we
coll ected for our hauling study that generated the equations
were from May and Cctober, and we chose to overlap those diesel
prices by one nonth and then average themto get a base.
BY MR BESHORE:

Q So on Table 7.T, the months of April 2013 through
Novenber 2013 are likely shaded fromthe exhibit, correct?

A. That is correct.

Q And the $4.11 is a sinple average of the reported
figure fromthe Energy Information Adm nistration for those
ei ght nont hs?

A It is.

Q Thank you. Go ahead.

A, Chart 7.Uis the graph of those prices. And the point
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of chart 7.Uis to denonstrate that the prices are volatile and
that there's been a market change and decrease, and yet still
there is the volatility up through the data that's publi shed.

Q Ckay.

A And Table 7.V is taken fromthe Departnent of
Transportation Dat a.

JUDGE CLIFTON: |I'msorry, help me -- would you go back to
page 15, and you intend this to be an eight-week period; is
that right?

MR, HOLLON:  Uh- huh.

JUDCGE CLIFTON: | think we have got a seven-week peri od,

' mnot sure.

MR, BESHORE: That's the June 22, 2015 through August 10,
2015 period that your Honor is checking?

JUDGE CLIFTON: Yeah, | think it is seven weeks. W can
get back to that later, but if you want eight weeks, we may
have to | ook at that again.

MR, HOLLON: So for the purpose of the exanple, if it is
seven weeks it's not going to make any difference.

JUDGE CLIFTON: R ght. Unless you want --

MR, HOLLON: | wanted to generate, | just wanted to
generate a nunber to show how it would work. [|f | dropped a
week in the average, that was nmy mstake. But the --

MR, BESHORE: The nunber's just a hypothetical one to make

it work through.
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MR HOLLON:  \Well, it's hypothetical now
MR. BESHORE: Well, or it's an exanple.
MR, HOLLON:  It's an exanmple, right.
JUDGE CLI FTON:  Ckay.

BY MR BESHORE:

Q So Table 7.V.

A. This is the data fromthe U S. Departnent of
Transportation that shows their data series, and the fact that
the average miles travelled per gallon for 2013 was 5.8. And
again, this data series is published regularly, and it was used
inasimlar nanner in the Southeastern order hearings.

Q And the table, Cooperatives Table 7.V, is actually
printed on page 16 of your testinony statenent.

A It is.

Q Correct.

A, And | would note that in the testinony statenent, the
rows designating the cite are correct and visible, and yet in
the Exhibit 73, there were the rows were collapsed sonewhat,
you can't see the entire cite. So the court reporter can pull
t hem out of her copy of the statenent to insert them that
woul d be okay with ne.

Q The source is the website, or the sources at the bottom
of the exhibit as part of it was lost in reprinting Table 7.V
in Exhibit 73?

A. Correct.
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Q kay. But the full cites are listed in the sources on
the page 16 of Exhibit 727?
A It is.

JUDGE CLIFTON: Al right. So even though the table won't
be in the transcript, you would like, M. Hollon, for the
sources of Cooperatives Table 7.V (Conbi nati on Truck Fue
Consunption and Travel), you would |ike the sources of that
information to be in the transcript --

MR HOLLON:  Yes.

JUDCGE CLIFTON: -- without you having to read it, because
it's conplicated and it can be copied frompage 16 just bel ow
the table.

MR HOLLON:  Yes.

JUDGE CLIFTON: Al right. Good. | think that is a good
way to get that into the transcript, just as if you had just
read the words under the word "sources."

(COURT REPORTER | NSERTED | NFORVATI ON AS LI STED ON PACGE 16
OF EXHBIT 72.)
Sour ces
1965-94; U.S. Department of Transportation, Federal H ghway
Adm ni stration, H ghway Statistics Summary to 1995,
FHWA- PL- 97- 009 (Washi ngton, DC; July 1997), table VM 201A,
avai l abl e at
http://wwm. f hwa. dot . gov/ pol i cyi nformation/statistics.cfmas of

Mar. 23, 1995-2012: |Ibid, H ghway Statistics (Washington, DC
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Annual issues), table VM1, available at
http://ww. f hwa. dot . gov/ policyinformation/statistics.cfmas of
Mar. 4, 2014.
MR, HOLLON: Returning to page 16. Back to the testinony.

There are several software progranms that can establish
a mleage matrix conposed of mleages fromevery farmin the
state to every plant in the state. Both CDFA and ot her FMVO
of fices use the amount. This table would be determ ned and
mai ntai ned the by the Market Administrator. The fuel adjustor
requires a truck tank size as part of the calculation. The
Cooperatives' experience is that an average size |oad of 51,500
pounds is typical for the market. A sanple computation for the
fuel adjustor per hundredwei ght per mle is:

And now, | refer to Table 7. W which is also reproduced
in the testinony.

(See Table on Page 17 of Exhibit 72.)

So this table outlines how a fuel adjustor would be
conput ed each nont h.

Colum Ais sinply a description of what's going on.

Colum B is nunbers including sone cal cul ati ons whi ch
have outlined in the rows beneath the table. So for the
pur poses of ny exanple and what | intended to be a current
ei ght -week average -- thank you -- is $3.094 per gallon. So in
that ei ght-week period, diesel fuel averaged $3.094 per gallon.

The base period, which would not change unless there was a
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hearing to change it, was $4.11 per gallon. So fuel decreased
inthis period by a $1.016 per gallon. Divided that by the
tank size, so that's price per gallon, gives, and |'msorry,
divide by the gallons per mle of 5.8.

BY MR BESHORE:

Q Mles per gallon

A. Yields a negative 0.175172. |If you went one mle, that
woul d be your fuel adjustor. To get it to a per hundredwei ght
rate, we would divide it by the average tank size, which is
51,500 pounds, or converted to a hundredwei ght, 515
hundr edwei ghts, and you woul d get a per mle per hundredwei ght
adj ust ment of negative 0.000340.

Q Gkay. So. Can you just go through the Iabeling,

i dentifying the nunbers by colum on Table 7. Wthe way the
calculation flow goes. So in Colum B you determ ne, you
cal cul ate as you have described, a rate per mle for the fue
adj ustor, correct?

A, Correct.

Q And then Colum C, just -- just go through the process
but identify the colum in which the nunber resulted in your
calculation is placed.

A. Sorry, you need to try that again, please.

Q | think it is time to break, right?

A No, alittle bit further it is tine to break. Finish

this page and it wll be a good break
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Q Soin Colum B of Table 7.W you calculate a rate per
mle for the fuel adjustor. 1In this case it's negative
$0. 1751727

A. Correct.

Q Ckay. Then to get back to dollars per hundredwei ght,
you need to know how many mles are involved, which is Col um
B, correct?

A No, colum Cis 1.

Q C I'msorry.

A R ght.

Q Ckay. For the cost per, okay, soif it is only -- why
Is the |l oad cost then the --

A. Because we're devel oping a rate per hundredwei ght, per
mle.

Q Ckay. So 175172 is per hundredwei ght per mle as a
| oad cost. Then E is the tank size, the nunber of
hundr edwei ght s?

A R ght.

Q And Fis dividing the |oad cost by the nunber of
hundr edwei ght s?

A. Correct.

JUDCGE CLI FTON: M. VI ahos?
MR, VLAHOS: Just --
MR. BESHORE: M. VIahos nmekes the point that | msstated,

Colum E is not the nunber of hundredweights, it shows the
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number of pounds.

MR HOLLON: Right.

MR. BESHORE: That needs to be converted to hundredwei ghts.

MR, HOLLON: Right.

MR, VLAHOS: And then you divide by a hundred to get the
hundr edwei ght s.

MR, HOLLON: Right.

MR, BESHORE: So can you take us fromthere to your |unch
br eak?

MR. HOLLON: The result of this calculation for this tine
period is that .000340 per hundredwei ght per mle is deducted
fromthe rate cal culation or constant derived fromthe
regression equations described in Cooperative Table 7.S for the
nonth the cal cul ati on was made. Shoul d the fuel adjustor
result in a positive nunber, it would increase the rate
cal cul ati on.

MR. BESHORE: So the nunber at the begi nning of that
sentence, is, can you just state that as a dollar figure?
Because you didn't identify it as a dollar figure?

MR HOLLON:  $. 000340

MR. BESHORE: Dol | ar decimal sign

MR HOLLON:  Correct.

MR, BESHORE: (Ckay.

MR, HOLLON: Step by step.

JUDGE CLI FTON:  You know, that's not going to be rea
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clear. Let -- why don't you just read that sentence one nore
time, beginning with "the result of this calculation.”

MR, HOLLON:  The result of this calculation for this tine
period is that $.00034 per hundredwei ght per nmile is deducted
fromthe rate calculation (or constant) derived fromthe
regression equations described in Cooperatives Table 7.S for
the nonth the cal cul ati on was nade. Should the fuel adjustor
result in a positive nunber, it would increase the rate
cal cul ati on.

F. Step-by-Step Calculation of Rate Paynent
The cal culation is conputed as foll ows:

MR. BESHORE: |Is that a good place to break --

MR HOLLON:  Yep.

MR. BESHORE: -- before we get into that table? | propose
we break for lunch at this point, your Honor, which is the end
of page 17, beginning the top of page 18 of Exhibit 72.

JUDGE CLI FTON: Very good. Let's see, what tine is it now?
So it's pretty close to 12:40. Please come back ready to go at
2:00.

(Wher eupon, the lunch break was taken.)

---000- - -
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FRI DAY, OCTOBER 16, 2015 - - AFTERNOON SESSI ON
JUDGE CLIFTON: We're back on record at 2:05. M. Beshore?
MR. BESHORE: Yes. Marvin Beshore. Thank you, your Honor.
BY MR BESHORE:

Q M. Hollon, when we left off, you were at the top of
page 18 of your testinony, Exhibit 72, and | think ready to
delve into Table 7. X

A. The final table.

Q Thank you. Please proceed.

A, Table 7.X is a working exanple of the |anguage and how
it would apply, and so I'"'mgoing to briefly run through the
tabl e and then nove down to the | anguage.

So the exanples were taken fromdata out of the
Cctober 14 CDFA Haul Study just to get a reasonable
representative of a pound and a mle. So that the, going back
to this, the structure of the table, the very first colum, is
the section --
JUDCGE CLI FTON: Before you get to the colums, would you
read the name of it, the title?
MR. HOLLON:  Cooperatives Table 7. X (Conputation of
Transportati on Paynent)
So the first colum is the various section references
in the language, so where, for exanple, it says 1051.55(b)(1),
sonething that's happening in that row should parallel with the

section | anguage that's giving an instruction.
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The next colum that says A, B, C, D, E and F is
sinmply for reference. So if there is a question about
something it may be easier to say in Section D, and then attach
it to a section, or the next columm which is describing sonme
type of action. So zones mght be the Transportati on Zones,
pounds may be the pounds that is in this part of the operation.
So intercept coefficient, referring to the nunbers that are in
t hose col ums.

The next colum is if there's a mathenmati cal
calculation, | tried to give an exanple of what woul d be the
first colum. So just for exanple, the first thing in that
colum is $3.094 - $4.110, and over in the next colum, that
result is -1.016. So when you see -1.016, you m ght | ook over
and see what the math is that got there.

The next colum that says Cctober 14, Transportation
Zone 1, would be an application of the transportation |anguage
to, below that originated, and was shipped to a Zone 1 exanpl e.
And | think | pulled all of those so that they actually fit
Zone 1. But even if they don't, the nunbers would still be the
ri ght cal culation

And the next colum is intended to be an exanple of how
a transportation froma farmto a Zone 2 plant. And the third
woul d be a calculation froma farmthat woul d be described into
a plant described in Transportation Zone 3.

So | ooking across, the first row, 1055.(b)(1)

3364

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XVII Court Reporters




© o0 ~N oo o b~ w DN P

NN NN R R R R R R R R R
g A W N P O © O N O O M W N B O

identifies which transportation zone it mght be in so that
soneone woul d know where the fromwas and where the to was,
that everything would apply, or if it was going to be audited,
that the farmand the plant did actually neet that definition.

The row | abel ed 1051.55(b) (1) is a pound, and that
section tal ks about giving a pound of mlK.

1055(c)(1)(i) are mles, and that refers to the section
where you attach mles to the calculation and what the rules
are for mles.

1051.56(a) (1) would be the nost recent eight weeks of
di esel price. And we have gone over where that comes from
And for this exanple that woul d be $3.094.

Row 1051.56(a)(2) would be the diesel base, and that's
the nunber that we're starting out with as the diesel, the base
di esel price for the period that we collected transportation
data in.

The next row subtracts those two nunbers to give a
negative -1.016.

The next row, 1051.56(a)(3) is the truck mles per
gal l on base of 5.8 mles per gallon taken fromthe Departnent
of Transportation table.

1051.56(a)(3) divides these two nunbers to cone up with
a negative -0.175172.

The next row, 1056.(a)(4) is typical tank per

hundr edwei ght size, and we are offering up 51,510 pounds as an
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aver age.

And the row 1051.56(a) (4) and (5) is the division of
t hose nunbers, and that definition takes place in two places.

I*'mgoing to back up a row. M tank size is 51,500,
and it says 51,510, and | would have to correct that if the
mat h flows through, but we wanted 51,500 for our tank size.

Di viding those out, the row 1051.56(a) (4) and (5)
makes that division.

So now we have the fuel adjustor calcul ator.
1051.56(a) (6) (a) brings over the appropriate intercept val ue
for the transportation zone, and that would be different for
each of the columms, because there's a different value for each
of the transportation zones.

1051.56(a)(6)(a) brings over the mleage coefficient
for the appropriate zone and there would be a different one for
each of the three zones.

The next rowis the subtraction or adjusting the mles
coefficient by the fuel adjustor. So since the fuel adjustor
Is negative, we're going to reduce that in each case. And so
as an exanple, in Transportation Zone 1 where that result is
the 0.00284, that is 0.00318 plus the negative -0.00034. And
so that, that calculation wuld take place in each of the three
zones.

Coming down to, in the E section, there's only one row

1051.56(a)(6) yields a factor per hundredweight for the mles
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driven. So that's our equation of the intercept plus the

constant, adjusted by fuel, tinmes a nunber of mles. And you

can see the parentheses takes that mleage tinmes the per mle
constant, the per mle nunber.

And we, the end result of that is then multiplied by
the | oad weight to get a paynment on this particular |oad of
$67.91 or on the mddle colum, for that 143-nmile trip, $368.54
or $269.23 on the third col um.

So novi ng through the proposed text, and there is a
footnote, so Heading G  Proposed Text, and footnote 2
i ndi cat es:

The presence of Italics, Bold, and Underline indicate changes

fromthe proposed | anguage.

Section 1051.55 Paynment for Transportation credits.

(a) Paynents for transportation credits to handler,

i ncl udi ng cooperative associations, shall be made as foll ows:
(1) On or before the 16th day, (except as provided
in Section 1000.90) after the end of each nonth,

t he Market Adm nistrator shall pay to each

handl er, including cooperative associations acting
as handl ers that delivered and reported pursuant
to Section 1051.30(c), mlk directly from
producers' farns as specified in paragraph (b)(1)
to plants as specified in paragraphs (b)(1) and
(2) of this section, an anount determ ned pursuant
to paragraph (c) of this section.

| want to back up and say that the 16th should be

bol ded and underlined, because earlier in our process when

M. Eric testified, we noved sone of those dates. And so
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negl ected to bold and underli ne,

says 13th.

BY MR BESHORE:

Q

Correct. So the 16th is a change in our pool, all

dat e sequences basically noved three days.

A

Q
A

Correct.
Thank you.
Back to page 19.

(2) Transportation credits paid pursuant to this

| think the Notice of Hearing

t he

section shall be subject to final verification by the

Mar ket Adm ni strator pursuant to Section 100 0. 77,
strike the word and

(b) Transportation credits shall apply to the

fol | ow ng:

(1) Bulk mlk delivered directly fromdairy farnmns,
to pool plants described in (b)(2) in the
follow ng Transportati on Zones:

(i) Transportation Zone 1 - deliveries to
plants located in the counties of Los

Angel es, Orange, Riverside, San Bernardino,
San Diego, and Ventura, originating from
dairy farns located in the counties of
Riverside -- strike the words San Diego --
and goi ng back after striking San D ego, the
words after striking San Diego, it should
read or San Bernardi no;

So just to make it clear, that sentence with
the words with the words taken out woul d say,
originating fromdairy farms |located in the
counties of Riverside or San Bernardino.

(ii) Transportation Zone 2 - deliveries to
plants located in the counties of Los

Angel es, Orange, Riverside, San Bernardino,
San Diego and Ventura, originating fromdairy
farms | ocated in all counties within the

3368

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XVII Court Reporters




© o0 ~N oo o b~ w DN P

NN NN R R R R R R R R R
g A W N P O © O N O O M W N B O

the words San Diego -- and San Bernardi no.
So that sentence with the words San Di ego
struck should read, I'll read the |ast part
of it -- counties within the marketing area
except Riverside and San Bernardi no.

(ii1) Transportation Zone 3 - deliveries to
plants located in the counties of Al aneda,
Contra Costa, Marin, Napa, Santa Clara, San
Franci sco, Santa Cruz, San Mateo, Sacranento,
Sol ano, and Sonoma counties originating from
dairy farns |located in all counties within
the marketing area.

(2) The pool plant(s) which for the nonth have
utilization of greater than 50 percent in C asses |
and/or II. The utilization requirenent may be net for
this current nonth or it may be met on the basis of
utilization during the preceding twel ve-nonth period
ending wth the current nonth.

(c) Transportation credits shall be calculated at the
following rates
(1) Wth respect to each delivery described in
paragraph (b)(1) of this section, the Market
Adm ni strator shall:
(i) determne the shortest hard-surface hi ghway
m | eage between the shipping farmand the
receiving plant. The mleage determned by this
cal cul ation shall not be greater than 225;
(i) Miltiply the pounds determ ned in Section
1051.55(b) (1) by the rate for the nonth conputed
to set, conputed pursuant to Section 1051.56(a)(6)
for each transportation zone;
Section 1051.56, strike the words m|eage rate, insert
the word rate, followed by for transportation credits.
So corrected for the strikes and the insertions, it
should read: Rate for transportation credits.

(a) The Market Adm nistrator shall conpute the fuel adjustor
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(1)

(2)

(3)

(4)

(5)

(6)

> O > O

For the fuel adjustor rate, conpute the sinple average
rounded to the three decimal places for the nost recent
ei ght weeks of the Diesel (on H ghway) - Al Types
price per gallon as reported by the Energy Information
Adm nistration of the United States Departnent of
Energy for the Series California Nunmber 2 Diesel Retai
Prices.

Fromthe result in paragraph (a)(1) in this section
subtract -- strike $4.099, insert $4.110 per gall on;

Divide the result in paragraph (a)(2) of this section
by 5.8, and round to -- strike the word 3, insert the
word 6, decimal places to conpute the fuel cost

adj ust ment factor.

Divide the result in paragraph (a)(3) of this
Section by 515 -- strike 520.

Round the result in paragraph (a)(4) of this section,
down to -- strike the word 5, insert the word 6 --
deci mal places, to conpute the fuel adjustor rate.
Conput e the hundredwei ght rate as foll ows:

(i) For Transportation Zone 1, the sum of $0.04497,
plus the product of the mles determned in Section
1051.55(c) (1) (i) tines the sum of $0.00318 plus the
anount determined in Section 1051.56(a)(5);

(ii) For Transportation Zone 2, the sum of $0.00485
plus the product of the mles deternmined in $105 --

Excuse ne, is that a -- that's a section?

Correct.

Not dol | ar?

['I'l back up a few words.

Pl us the product of the mles determned in Section
1051.55(c) (1) (i) tines the sum of $0.00546 plus the
anount determi ned in Section 1051.56(a)(5);

(iii) For Transportation Zone 3, the sum of $0.05441,

plus the product of the mles determned in Section
1051.55(c) (1) (i) tines the sum of $0.00571 plus the
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(b) The Market Admi nistrator shall announce publicly on or
before the 23rd day of the nonth (except as provided in Section
1000. 90 of this chapter) the fuel adjustor rate pursuant to
paragraph (a) of this section for the follow ng nonth.

Note that paynments are calculated and paid on a per farm
basis, so these exanpl es envision the volunme coming fromone
farmlocated in the source area and delivering to a plant in a
demand area. A single farmcould have nmultiple delivery points
in a single nonth, hence nultiple paynents, and a route could
have nore than one stop and each stop would be treated
individually for the pounds it delivered to the plant.

Handl ers will be responsible to report to the Market
Adm nistrator all data necessary needed to conpute the
transportation credit. Transportation credit payments wll be
made to handl ers, and handlers will be responsible to furnish
information to independent producers relative to the
transportation credits received on their mlk deliveries.

Transportation credits wll apply to shipment to poo
pl ants which, for the nonth, have utilization of greater than
50 percent in Classes | and/or Il. The utilization requirenent
may be met for the current nonth, or it may be met on the basis
of utilization during the preceding twelve-nonth period ending
wth the current month. Since Class | and Il shipnments
contribute higher values to the producer blend pool, we propose
shipnents to plants with both utilizations get transportation

credit paynents.
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W al so propose that the Market Adm nistrator periodically
publish a hauling cost study that details key cost data.
Participants in the industry can request to hear to review the
cost data determine if they wwsh to alter the reinbursenent
rates.

Q So that conpletes the presentation of your testinony in
Exhibit 72, correct?

A It does.

Q kay. So just a couple of initial questions on direct
exam nati on.

Wul d you go to Table 7.Wof Exhibit 73, please?

A Yes.

Q Gkay. In the very last line below the chart, very | ast
line on the tables, is there a correction required?

A. There is a correction required. The very last Iine,
the very last calculation that reads, 515 divided by 100,
shoul d read: 51500 divided by 100.

Q Ckay. W would request, your Honor, that that
correction be made on the record copy of Exhibit 73, Table 7. W

JUDGE CLIFTON: Al right. M. Eliott, et ne know when
you have in front of you Exhibit 73, Table 7.W which is the
next to the | ast page of that exhibit.

MS. ELLIOIT: |'mthere.

JUDCGE CLI FTON: kay. Good. So do you see the last line

bel ow t he tabl e?
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MS. ELLIOIT:. Yes.
JUDGE CLI FTON: Do you see the very last nunbers in
par ent heses?

MS. ELLIOIT: Yes.

JUDGE CLIFTON: So would you strike what you are | ooking at

there, and wite in parentheses (51500/100).

MS. ELLIOIT: kay.

JUDGE CLIFTON: Al right. And, M. Hollon, while we're

| ooki ng at that --
MR, HOLLON:  Sorry, | was through | ooking at that.

JUDCGE CLI FTON: kay. You had said you want 51,500 for the

typi cal tank size.
MR HOLLON:  Correct.
JUDGE CLIFTON: Now, that is 51500 what?
MR, HOLLON:  Pounds.

JUDGE CLI FTON: Pounds. GCkay. That's why we're dividing

by a 100 to get a hundredwei ght.
MR HOLLON:  Correct.
JUDGE CLIFTON: Al right.
MR HILL: Your Honor?
JUDGE CLIFTON:. M. HII.

MR HILL: Brian HIl. 1In his Exhibit 72 on page 17,
shoul d we make the same correction, |I'massum ng?
MR. BESHORE: Yes, thank you, M. Hll. | neglected to
note that.
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JUDCGE CLI FTON: CGood. Thank you. So, Ms. Elliott,

you go with us, please, to page 17 of Exhibit 72, find t

sane |ine and nmake that sane correction

M5. ELLIOIT: kay.
JUDGE CLI FTON: Good. M.
BY MR BESHORE:

Q Yes. Gkay. So turn to

Beshor e?

Table 7. X, if you would,

woul d

hat

in 73,

M. Hollon. And M. MItner has called to ny attention that

this is your exanple of a calculation. In the unlabeled

colum, the very last cell at the bottomrow there is the

nunber 49,992. To do the math right, that should be divided by

100; is that correct?

A, Yes, it should. In the instruction it says "rate tines

hundr edwei ght haul ed" and | have pounds there.

Q So we should add a slash 100 --

A. Correct.
Q -- after 49992? That's

fromthe left, the bottom row.

Table 7. X, the fourth co

W woul d ask that that

correction be made on the record copy, your Honor.

umm

MR. HLL: And again, the sane change on 7.X in Exhibit

nunber 72 woul d be applicabl e?
MR. VLAHOS: Page 18.
MR HILL: Page 18, yes.
MR. HOLLON:  Yes, it would

JUDGE CLIFTON:. |I'mgoing to ask Ms. Elliott to listen with
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me, | didn't catch where this is. So, M. Beshore, excuse ne,
M. Hollon, tell us again, and |'mgoing to ask Ms. Elliott to
nmake these corrections as you say, but | have not yet grasped
where we are.

MR, HOLLON: Wi ch exhibit is your finger on?

JUDGE CLIFTON: I'mon 7.X of Exhibit 73.

MR HOLLON.  Ckay. 7.X of Exhibit 73, in the center colum
where there are math functions happening, the very bottomit
says $0.135850 times 49992?

JUDGE CLI FTON:  Yes.

MR. HOLLON:  There shoul d be an additional divide by 100.

JUDGE CLI FTON: Slash 100 we insert. So Ms. Elliott, are
you finding that?

M5. ELLIOIT: Yes.

JUDGE CLIFTON: Al right. And we do that sane thing on
Exhibit 72, page 18.

MR. HOLLON:  That is correct.

JUDGE CLI FTON: Good. M. Beshore?

MR, BESHORE: Thank you, your Honor.

BY MR BESHORE:
Q Just two questions to wap up.
First off, why are the paynents for transportation,
transportation credits, why are the paynents made to handlers
rat her than to producers, M. Hollon?

A. Handlers are the entity that has the relationship with
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the pool, and so that's where the cal cul ati on woul d be made by
the Market Admi nistrator and credited back to the handler, who
presumabl y pays producers and also directs the transportation
function.

Q Does the paynment to handl ers have anything to do with
what's aut horized under the statute?

A. That is also correct. Wat is authorized under the
statute it does.

Q So those transportation credits under the infanmus 1985
Act, are only payable to handlers, correct?

A. Correct.

Q Gkay. So, finally, we have been through a | ot of
detail testinony as you got through 72 here, in terns of the
cal cul ati ons and mathematical regression tables, and the
equations, etcetera.

Can you just to close that, bring us back to the

purpose of this entire function and proposal, part of the
proposal, as you see it?

A Well, as we started out saying that we feel like the
transportation systemneeds to be, transportation credit
system needs to be a part of the proposal. And producers have
indicated wllingness to fund this in the Federal Order as they
do in the State Order now And | would note, and has been
noted earlier, if all of these dollars were assuned in the form

of a dass | premum it would be along the |ines of perhaps 60
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cents on the low end. And to ny know edge, that's even higher
than the prevailing normal premumin the narketplace. So |

t hi nk producers recogni ze that that's maybe not a reasonabl e
opti on.

So why this nodel? | want to point out first, that
there's a tremendous difference between the anmendatory hearings
and promnul gation hearings, and | have never been to a
pronul gation hearing. But you start out with, certainly, nuch
nore things you need to cover. The data and information that
you have is not always what you woul d, as conplete as you would
like it to be, because, you know, you are pronul gating
sonmething new. And you may be in a place where there is sone
data but you don't have everything maybe you want. So in order
to do this, we would have to reach in sone different directions
in order to be able to do that.

The practice of farmto-destination as far as hauling
rate cal cul ation and a nethodology is common to the California
market. It is not as comon in other order scenarios where
frequently it's thought of as route-to-destination, but that's
not true in the California nmarket. The proponents negotiate
and work with producers on hauling rates on that pattern. So
our net hodol ogy supports that.

It does, however, conformw th the USDA, what |'Il say
typi cal transportation function, being transaction based and

m | eage based. So our proposal says you start here, you end
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there, you went so many mles, according to a prescribed
fornula, there's a paynment, here's the paynent. And it's an
exact calculation. So you have exact mles, you have exact
vol unes.

The California producer industry is not famliar with
the zone concept, the location adjustnent concept. So this
woul d conformw th sonmething that they have sone famliarity
Wit h.

The current California transportation nodel, as |
nmentioned, is not simlar. It takes w der geographic zones and
prescribes a rate rather than a point-to-point transaction.

And in our experience and in selling mlk in the marketpl ace,
the transportation zones that we defined do have sonme anount of
commonal ity or uniqueness to them and the conditions aren't
all simlar. Hence the need for three different types of
equations which provide a |evel of precision that we would fee
I's necessary. And this is somewhat different, again, fromeven
the Federal Order nmodel. | would throw out as an exanple in
the Chicago narket, a delivery froma farmto a plant, say, in
Chemung or Huntley, Illinois, which is a nmetropolitan area but
pretty small, would face sone different cost structures than if
you were delivering into M| waukee or you were delivering into
M nneapolis. So our proposal recognizes that there are

di fferences just based on you end your route at.

The net hodol ogy we suggested is a normal way to
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estimate relationships. And so it's, you know, nothing new,
it's, | suspect many of us in the roomwould have done that at
sonme stage in our educational career and forgotten nore about
how it works than you renmenber, but that was the nethodol ogy of
using a regression equation is not unusual.

The California transportati on nodel has been amended
many times, and | have not been to any of the transportation
amendnent hearings, those have been handl ed by our |ocal folks.
But I'mnot aware that there's been a clean-the-slate | ook
You know, no one has asked for one, so that woul d be one part.
But this is a clean-the-slate |ook. W're starting over froma
bl ank page and sayi ng here are transactions, here's precise
transactions, and so we want to try to get a mniml cost
recovery system And that's it.

Q Thank you, M. Hollon. | would nove for the adm ssion
of Exhibits 72, 73, and 74, your Honor. M. Hollon's avail able
for cross-exam nati on.

JUDGE CLIFTON: Al right. Before we admt them | want to
go back, and you may not want to go too far away, M. Beshore.
I want to go back to exhibit 72, page 18,

MR BESHORE: Yes.

JUDGE CLI FTON: And where M. Beshore said the 16th shoul d
be both bol ded and underlined, | want to direct Ms. Elliott to
do that. So that's page 18, up fromthe little indented

paragraph to the first line of that little indented paragraph,
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whi ch starts with the number 1 in parentheses. The 16th wll
be in bold and underlined on the record copies.

M5. ELLIOIT: Do | just re-underline it?

JUDGE CLI FTON: Yeah, | guess -- yeah, just right, just
underlining it will be adequate. | don't want you to trace
over it. GCood point.

All right. Now, | want to ask, on page 15, M. Holl on,
inthe top, at the top half of the page there's a ful
paragraph that ends with the eight weeks that were used, and
they are in parentheses. Those eight weeks begin with June 22,
2015. Does the eighth week begin with August 10, 2015?

MR HOLLON:  Yes.

JUDGE CLIFTON: Al right. And so we do have the
ei ght-week period there. 1s that a conventional method of
| ooki ng at the eight weeks to identify the beginning day of
each of the weeks invol ved?

MR HOLLON: | think that's the way the E. |.A tables are
published with those dates in that convention.

JUDGE CLI FTON: What are the E I.A

MR. HOLLON:  Energy Infornation Tables, so as it was
referred to diesel fuel prices, that's the branch of the
Departnent of Transportation that tracks gasoline prices, and
they are known commonly through the industry as the E.I.A data
table and information. That information is used all over the

country to calculate fuel adjustor prograns.
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JUDGE CLI FTON: Very good. Al right. Does anyone have
anything else as a technical matter with regard to Exhibit 72
before | ask if anyone has any objections to it being admtted?

Does anyone wi sh to ask M. Hollon any questions about
Exhibit 72 before determ ning whether you have any objection to
it being admtted? No one. Are there any objections to the
adm ssion into evidence of Exhibit 72?7 There are none.
Exhibit 72 is admtted into evidence.

(Thereafter, Exhibit Nunber 72 was

received into evidence.)

JUDGE CLI FTON: Does anyone wish to ask M. Hol |l on any
questions about Exhibit 73 before determ ni ng whet her you have
any objection to it being admtted? There's no one. |Is there
any objection to the adm ssion into evidence of Exhibit 73?
There is none. Exhibit 73 is admtted into evidence.

(Thereafter, Exhibit Nunber 73 was
received into evidence.)

JUDGE CLIFTON: Wth regard to Exhibit 74, does anyone w sh
to ask any questions of M. Hollon? Are there any objections
to the admission into evidence of Exhibit 74? There are none.
Exhibit 74 is admtted into evidence.

(Thereafter, Exhibit Nunber 74 was
received into evidence.)
JUDCGE CLI FTON:  Now, M. Beshore, anything further before

cross-exam nation of M. Hollon begi ns?
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MR. BESHORE: Nothing further.
JUDGE CLI FTON: Thank you. Wwo wuld like to begin?
Ms. Wulin.
CROSS- EXAM NATI ON
BY M5, VULIN:

Q Good afternoon. Ashley Wulin for the Dairy Institute
of California.

A CGood afternoon.

Q | just want to start by thanking you for putting
toget her these exhibits. They were very hel pful and
instructive in how you propose the system be desi gned.

What | would need to do is just go through sone
questions to nmake sure | understand it. So | wll start first
with Exhibit 73, map 7. H

A Yes.

Q Just a question about the dot distribution on the map
There is no significance to the |ocation of any of these dots,
that that's the region where the residents nay reside? For
exanpl e, in San Bernardino, the population isn't spread evenly
over the county?

A, That's correct.

Q Gkay. So the density helps within a county, or excuse
me, between counties but not within a county?

A, Correct.

Q But your proposal doesn't seek to differentiate wthin
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counties in the way that California has done in the past?

A, Wthin a county, that's correct, it does not.

Q And do nost Federal Orders treat popul ation just
strictly by county lines or do sonme divide it up |like
California has?

A. There's not -- there's not another conparabl e anal ogy.
So for exanple, where there's a transportation system it is
point to point. And the location differentials are, Cass |
differentials are a full county. So the answer to your
question is no, to my knowl edge. But it -- it doesn't have a
real bearing because | don't know of any other place that
divides a county for a particular reason.

But, good question. | understand why you are asking.

Q Thank you. So I'mturning nowto Table 7.T also in
Exhibit 73.

A. Table again, please?

7.T as in tiger, or transportation credits.
Yes.

So this data you said came from where?

The Energy Information Association's website.

And this is current for the year 2014?

> O » O > O

That's what's published out there, so it should, as far
as | knowit's current for all of the nunbers.
Q kay. And then turning to the next table, Table 7.U

the eight-week price that you are using is for 2014, correct?
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A.  Yes. And whatever the dates were that | nentioned that
we had the back and forth about, the end of the week or the
begi nni ng of the week.

Q And --

A. And again, | would just point out that that number is,
for exanple, so when it's, when it's tine to put all this in
pl ace, the Market Adm nistrator woul d use the nost recent
ei ght -week nunber and that would nove with each nonth.

Q Ckay. So the goal would be to keep the system updated

with as recent data as possible?

A, Yes.
Q And can you explain just really quick, I mght have
mssed it, I'"'msorry, how the Market Admnistrator is going to

| ook at that data anew every nonth to update what the fuel cost
shoul d be?

A, They would set a pattern and make it known to the
i ndustry based on cal endars and tim ng, what weeks they woul d
use, and that would be, that would be a normal process. So
we're going to use the last three of this to the first of that,
but whatever is determ ned that they can get the data and
announce it by the date will be the method of getting to the
ei ght.

And the Sout heastern orders use a simlar construct, |

can't tell you exactly what weeks they use, but it's set and

known, and all people in the industry know t he methodol ogy for
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the tine period that they choose to conpute the fuel adjuster.

Q And so | have a question, would sonething simlar be
done with the popul ation distributions?

A No.

Q Wat about the distributions of Aass | and Il plants,
if a bunch of new plants were built somewhere, that m ght
change sone of these |ocations. Wuld that be sonething that
woul d be updated regul arly?

A.  That would have to be subject to a hearing to do that,
so the only nunmber for which there's flexibility is the recent
ei ght-week fuel. Any other nunber would need a hearing to make
an adj ust nent.

Q So under the current systemyou believe the
transportation credits, your view showi ng your tables, don't
conme cl ose enough to cover the cost of noving mlk to these
Cass | and Il plants?

A, I'msorry, try your question again.

Q Under the current system in --

A. The California systemof credits and all owances? Ckay.

Q Yeah. Are you show ng through these tables that the
credits aren't high enough in order to nmove enough mlk to
Cass | and Il plants?

A W would prefer this systemto that system and it does
have update nmechanisns that are in place. So we're offering

this as a different nethodol ogy than that, and that's, the
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current systemis not simlar to what's done in the other two,
three markets where there is a transportation system It is,
as | described, transaction based and m | eage based. And the
California systemyou originate in a block of geography on
those maps. So, for exanple, just a second.

If you will turnto Table 7.N

Q In Exhibit 73?

A. Correct. I'll just use as an exanmple, if there was a
load of m |k that noved out of Haul Region 9 to Los Angel es,
whet her that farmwas | ocated on the South part of Haul Region
9, or the North part, and the plant was on the South part of
Los Angel es Region 3 or the North part, the rate would be the
same. And so there may be, nmay be a windfall, there my be a
short fall. And then the systemthat we are proposing says if
you nove it 100 miles, then that has a cost associated with it.
So a nore exact?

A nore exact and nore precise result.

o > O

And what happens if mlk is nmoved between pl ants?

A. W have no proposal for mlk that's noved between
plants. Now, | would say in ny exanple that in some of the
haul rate areas in the current system there is sone anmount of
mleage differentiation. So for exanple, if you nove 0 to 75
mles, or 75 to 100 mles, but again, our proposal is nore
exact and nore precise than that.

Q Sonowl'mat Table 7.Q still in Exhibit 73. So these
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are the current Class | differentials for California, correct?
Correct.

Five different regions, correct?

> O >

Correct.

Q And so your suggestion is to revise these, essentially,
into three different -- and | don't think it's quite areas, but
maybe scenarios is the better description?

A, No, we're not changing the differential surface at all.
So in our proposal, what's on this map is $1.80 or $1.70 or
$1.60 or $2.00 or $2.10 would remain perfectly as is.

Q Ckay.

A, And | think what we have outlined before, any O ass |
plant would get the ass | price, what would be the, what's
determined as the Class | nover plus that differential. And
any dass Il, Ill, and IV wuld be what's determ ned by the
Federal Order pricing surface. But for transportation
pur poses, we have identified three transportation areas, and
then so if the plant is located in those areas, a
transportation credit woul d be made based on where the farm
cane from and there's definitions for that to the plant. So
there's three of those. But we are in no way altering the
differential surface.

Q Just adding a different layer on top of it that naybe
has different boundaries.

A.  Yes, that would be true. But again, the differential

3387

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XVII Court Reporters



© o0 ~N oo o b~ w DN P

NN NN R R R R R R R R R
g A W N P O © O N O O M W N B O

anount itself would have no bearing on what our transportation
calculation. In Table X as an exanple, there were no nentions
of, and no use for any of these nunbers.

Q Gkay. So now |l'mon Exhibit 72, page 9.

A Yes.

Q So can you explain to ne again where the 225 mles
cones fronf

A First, we did want to have sonme limt, so we didn't
want to subsidize a transportation from Texas to California.

So it's a matter of picking alimt and so we | ooked back at
the CDFA table and tried to find an upper limt of what was on
there. Can | find an exact 225 mles? Mybe. No, | don't see
one that's exactly 225 mles. But we picked that as a
representative spot that enconpassed nost transactions. And so
that was sinply our choice for a limt.

Q Do you think that's going to change the shipping habits
for a significant amount of mlk or is that a snaller anmount?
How m ght that change?

A, That woul d enconpass the overwhelmng mgjority of truck
transits. If you look in the Cctober 14, you know, bl ock, and
you run your finger down the mleage range of the average
mles, you are going to see that nost are under that.

Q So now I'mon page 10 of Exhibit 72. So about five
i nes down you say, "For each record 30 cents per hundredwei ght

was deducted fromthe cost." Were does that 30 cents cone
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fronf

A. That is sinply our assessnent of what a |ocal haul rate
m ght be. And again, producers should have sonme responsibility
for transporting product. And so we |ooked at, in our own
records, we | ooked across the three cooperatives, and we felt
l'i ke that was an appropriate nunber to deduct fromthe cost to
represent the producer responsibility. And you are not going
to find that nunber in any, any table.

Q That's just one of that you proposed?

A, W proposed. Correct. And then our analysis was done
W th that adjustnent.

Q kay. So I'mjust going to kind of summarize in ny own
words what | think you' re proposing with the three
transportations zones.

A Ckay.

Q Please stop ne or correct me if you think | have m ssed

any of it.
A Ckay.
Q So we'll say scenario one is when a producer in

Ri verside or San Bernardino delivers mlk to any of the
counties, including any of the follow ng counties; Los Angeles,
Orange, R verside, San Bernardino, San D ego, and Ventura.

A Yes.

Q Ckay. And those are basically the LA area?

A. Correct.
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Q So this would apply if there's a delivery froma farm
in San Bernardino to a plant in San Bernardi no?

A Yes.

Q So how does that work if -- how can you qualify for a
transportation credit when you are delivering froma producer
in the county to a processor in the sanme county?

A.  You have, if there's mles involved, if there's volune
invol ved, you run it through the cal culation and whatever it
results in, you know, woul d nake that paynent. And so naybe |
woul d guess that wouldn't be very many mles because they are
in the same county.

Q So scenario 2 is deliveries fromany other county
besi des Riverside and San Bernardino into what | called the Los
Angel es area counties?

A. That's correct.

Q So any producer in the entire state is going to qualify
for a transportation credit if they deliver into the Los
Angel es area counties?

A. Correct. Subject tothe limt of 225 mles, and
subject to the equation. However many mles tinmes however nuch
vol une.

Q And then our third scenario is deliveries into the
foll owing counties: Al anmeda, Contra Costa, Marin, Napa,
Sacranento, Santa Clara, Santa Cruz, San Francisco, San Mateo,

Sol ano, and Sonona. And is that kind of in San Franci sco area?
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A, Correct.

Q So any producer in the entire state delivering to the,
what you call San Francisco area, would also qualify for a
transportation credit?

A. Correct.

Q And that applies even if they are already located with
that that county?

A Yes.

Q So now I'mon page 13 of Exhibit 72.

A Ckay.

Q And here, the first full paragraph |I understand is
basically an exanpl e that you brought to show how nuch under
your scenari o producers woul d have been paid for their
del iveries, and how much they actually spent on making those
deliveries; is that correct?

A So it wuld be the results of what the actual paynent
was, and then what, if the systemwe proposed were to be used.
So in the first full sentence for the entire period, the
regression equation, if you will, resulted in a pay out of
$5.205 nmillion, and if you were to sumup all of the paynents
on the records, you would get $5.261 nillion

Q So under that scenario the actual cost of
transportation still isn't fully covered?

A Intotal, it's not. And remenber that we're dealing

wth lots of records and lots of tine. So, for exanple, the
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two scenarios down it flips and then there's a couple of

t housands dollars in the other direction. And that woul d not
be totally unexpected because you have w de geography, you have
| ots of conbinations.

Q And on whole, is it inpossible for you to say whet her
or not on average a farmer is going to end up slightly better
off, slightly worse off, or even?

A. No. Again, we showin total, but that's sort of one
t he drawbacks of having the new system is sonetines you don't
have every single thing in place. And so the fact that we were
able to arrive at these equations and cone this close to total,
we felt good about.

Q Wuld there be any need, you think, to over rather than
under shoot ?

A.  The goal would be to get as close as you can

Q But knowing that that's inpossible for us to do?

A. | would rather not overshoot, if possible.

Q Now, I'mon page 15 of the sane exhibit. So the very
bott om sentence of this page says, "This also reflects the
experience of our hauling operations in California. And this
data series has been used in other FMMO hearings."

Wi ch ot her FIVWMO heari ngs?

A, In the Southeastern hearings for Federal Orders 5 and

Q Thank you. Now I'mon page 19, just |ooking at the
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exact | anguage.

A Ckay.

Q And inreading this, I'mtrying to figure out what
happens with mlk that comes in fromout-of-state.

A MIKk out-of-state would not get a transportation
credit. MIlk fromout of the marketing area would not get a
transportation credit.

Q What about mlk that starts in the marketing area and

moves out ?
A | would say we probably didn't consider that. Well
let me rephrase. You would still have to be in one of the

counties to receive, so if you are not in that county, you
woul dn't get a payback. So Transportation Zone 1 has X nunber
of counties, if you are not one of those counties, you are not
going to receive a paynent.

Q | guess, thank you for further clarifying. Under the
| anguage as is, whether you consider it or not, it's not
provi ded?

A. That's correct.

Q Is it something --

A.  But your direct question was one | hadn't thought

about, so that's why | had to stop a mnute and think.

Q Last question, should be pretty easy. |I'mon table 7.X
of Exhibit 73.
A.  Yes.
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Q Wiat is an intercept?

A It's a statistical termabout where one |ine crosses
anot her .

Q So that doesn't enter into your equation at all? O if
so, how does it?

A \Well, okay.

Q Is your intercept where your dot is on your regression
line and using that into the equation?

A Well --

Q I'mdigging real deep into ny old high school college
econom cs cl asses here.

A, If you look, for exanple, in the D section on Table
7. X

Q Unh-huh?

A And if you go to the first line, 1051.56(a)(6)(a), it
says intercepts, run your finger across 04497, if you go back
to Table 7.S you wll find 04497 and it picks up there.

JUDCGE CLI FTON:  You go back to table 7.S |ike Sanf
MR HOLLON  Yes, nma'am
BY M5, VULIN:

Q Gkay. Then, help ne out. And then now |I'm back at
Table 7.S, and how does the intercept fit in now wth Table
7.S5? What's it doing with these nunbers?

A Ask your question again?

Q So, you said this 0.044970 --
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A R ght.

Q ~-- refers back to Table 7.S. so what is that number
doing within this table?

A So in Table 7.Sis sinply reporting what it is. The
result of the regression yielded those factors. And on Table
7.X, if you were to run the equation, you would use 0.04497,
plus 0.00318 adjusted by fuel, and have a factor for
hundr edwei ght for mles driven, and that cal cul ates down in the
very bottomline to a factor for hundredwei ght per mle.

Q That's not so easy.

A, I'mrem nded of one of nmy bosses along tinme ago that he
said, English is a wonderful |anguage. You think you know what
t hey understood you to say. And that actually runs both ways.

Q That's all | have for you. So thank you

MR, HILL: Brian HII. Apparently there was a producer,
M. Fernandes is here.

JUDGE CLI FTON: Good. M. Fernandes, do you want to
continue to hear this cross-exam nation or would you like to
testify now?

MR. FERNANDES: | would like to testify now, if | could.

JUDGE CLIFTON: Al right. Wy don't we -- why don't we
take a ten-mnute break, and then we'll take M. Fernandes
testimony. So it's alnost 3:10, be back then ready to go at
3: 20.

(Wher eupon, a break was taken.)
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JUDGE CLIFTON: We're back on record at 3:24. M. Beshore.

MR. BESHORE: Yes, we have a dairy farmer who has taken
time out of his demands of his occupation today to cone and
testify. And we would like to give himthat opportunity at
this tine. If you could swear himin

JUDGE CLI FTON: Excellent. Thank you, M. Beshore.

'mgoing to swear you in in a seated position. Wuld
you raise your right hand, please?

Do you solemmly swear or affirmunder penalty of
perjury that the evidence you will present will be the truth?

MR FERNANDES: Yes.

JUDGE CLI FTON: Pl ease state and spell your nane for us.

MR. FERNANDES: Joey Fernandes, J-OE Y, FFEERNA-NDE-S.

JUDGE CLI FTON: And do you have any witten statenment?

MR. FERNANDES: Well, not that you can probably read very
wel I, but mnmy punctuation, but | was trying to be brief and |
figured | better read this because | can ranble. So hopefully
| can just read what | have here.

JUDGE CLIFTON: Al right. Now, have you, in your
statement, told us about your background? Have you told us
about you and your farm ng operation?

MR. FERNANDES:. Yes, | do reflect on that, vyes.

JUDGE CLIFTON: Al right. Geat. Al right. You may
begi n by readi ng your statement.

MR. FERNANDES: Well, thank you, your Honor. And | really
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thank you for the opportunity to testify today. | especially
want to thank USDA for holding this historic hearing. And | am
excited and hopeful for this, through this process we can
establish a California Federal MIk Marketing Oder that w |
ultimately provide greater sustainability to our industry.

My name is Joey Fernandes. | ama third generation
dairy farnmer in Tulare, California, and a nenber-owner of
Land O Lakes, and | am here to support the proposal put forth
by Land O Lakes, Dairy Farners of America, and California
Dai ries, |ncorporated.

Now, I'mnot here today to talk about the details of
proposal or quantify the negative inpact our current pricing
system has on ny operation, nuch of that has already been
di scussed. Instead, | want to just share a little of ny
hi story and thoughts with the panel, to give a little bit
understanding of the culture and the fabric of the California
dai rynen.

Personal ly, | amthe ol dest of six brothers who worked
al ongsi de and were so inspired by our father that all of us are
still dairynen today. Like nost fellow dairymen ny age, if not
your father, it was our grandfather who em grated here with
very little or nothing. Nothing nore than anmbition and a | ove
for the dairy cattle.

My grandfather was one of those who em grated here in

the early '20s fromthe Azure Islands. Like so many others, he
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wor ked m | king cows until he was able to start and build a
dairy of his own. In the mddle of the depression, TB had come
t hrough and w ped out nost of his herd, and subsequently after
losing his property, he was left with no nore than six cows
that he grazed on the sides the road in Tipton, California.

He was shipping his mlk to Dairyman's Cooperative
Creanery at the time, and he would tell the truck driver what
road or corner he would be on the next norning to pick up his
mlk. Wth the help of fellow dairymen, he was able to get
back on the small rental property and start over.

As tough as it was then, there was al ways hope and
opportunity through hard work and profitability -- and
profitability through gains and efficiency and skill. Today,
that hope and optim sm has been chall enged on so many fronts.
I'mnot here asking for synpathy or the assurance of
profitability, just hope. Hope that can cone on one front,
fromsinply a nore equitable mlk price.

As chal l enged as we are as dairy producers in
California, with drought, regulation, and conpeting higher
val ue crops, our ability to conpete is nost hindered by our
disparity in mlk price. Those of us that have survived the
| ast seven years of unprecedented volatility and disparity are
not necessarily any better dairymen than those who didn't. W
either had the ability or were willing to erode all of our

equity wth the hope that we could eventually align our State
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Order pricing and/or make it to the next market correction

Some would likely call this stupidity, but I"'mhere to tell you
it is sinply the passion to dairy that we inherited from our
fathers. Yes, passion to a fault. By the sinple nature of our
busi ness, we can cannot sinply throttle back or idle our
operations, and the last thing we do is not feed our cows.

We were naive to believe that market corrections would
come qui ck enough, when California, the 20 percent of the
nation's mlk was so heavily discounted to the rest of the
country. Naive no nore. Dairynen are now reacting nore
quickly. I know | am By either exiting or |everaging assets
into a different direction while they still have equity.
Expansion is no | onger an option. The best we can hope for
through mlk market price reformin Californiais to slowthe
decline, or hopefully, naintain adequate production to sustain
our processing plants. And there's not a lot of mlk that can
come fromthe West of us.

But thank you again today for the opportunity to share
ny thoughts. | have three young sons who, like me, still have
passion to dairy, but are |ooking for hope. Hope that can come
to this process today. Just speed it up alittle bit. Thank
you.

JUDGE CLIFTON: If you have been listening in, you know the
nmount ai ns of information that nust be digested.

MR. FERNANDES: | have been listening in, yes.
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JUDGE CLIFTON: M. Beshore?
MR, BESHORE: Just two quick follow up questions,
M. Fernandes.
DI RECT EXAM NATI ON
BY MR BESHORE:

Q You mentioned your grandfather's experience with TB in
the Depression years. Just tell us what that is, for the
record.

A.  Tubercul osis. Bovine Tuberculosis. Before they were
able to, we obviously, before it was eradicated and we
vaccinated for it, it devastated quite a few people in the
i ndustry.

Q Very good. Thank you. And can you just tell us, in
Tul are County there, how many cows are you milking? Wat's
basically the configuration of your own operation?

A.  Yeah. | have, | have three separate dairy operations,
m | king both Jerseys and Hol steins, for a total of about 2,400
COWsS.

Q Thank you. Thank you very much. And thank you again
for taking tinme to conme today and testify.

A You're wel cone.

Q | have nothing further.

JUDCGE CLI FTON:  Wo has questions for M. Fernandes?
Iy
Iy
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CROSS- EXAM NATI ON
BY M5. TAYLOR
Q Good afternoon. Erin Taylor with the USDA

| want to thank you on behalf of the Departnent for
com ng here and spending the afternoon with us away from your
busy day, and sharing your views on the process here. |It's
very much appreciative.

| just have a couple of questions. First, you talked a
| ot about the mlk price inequity that you feel exists nowin
the mlk price that you get through the California system And
there's been a |l ot of discussion over the past few weeks as to
why that discrepancy exists, according to the proponents. And
so | just wanted to know, if you could just give us a general
i dea, nothing too technical, but just generally why you think
your price is not equitable?

A, Wll, and again, | don't think -- | think I would be, |
woul d be redundant | think, but repeating. |In ny situation
fromwhat | know, and the biggest disparity, nmost of it, comes
through, is the, is the 4b side of the pricing that | receive.

Q Ckay.

A. M blend price and how it's affected through the 4b
difference in the Class Il1.

Q And the 4b difference between what you see here in
California and the Class Il price in the Federal O der,

current Federal Order systenf
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A, Correct.

Q And lastly, the Departnent in this process has to
consider the impact to small businesses, and that's defined
within farmannual gross revenue of $750,000 or around 315, 000
pounds of production a month. So would you fit under a snall
busi ness definition?

A No, | wouldn't.

Q Gkay. Thank you. That's all | have.

JUDGE CLI FTON:  You mentioned a concern of keeping an
adequat e supply of mlk to keep the processing plants supplied.
As of menber of Land O Lakes, you participate in both
activities; is that correct, producing and processing?

MR FERNANDES: Yes.

JUDCGE CLI FTON:  And you said you didn't want to dwell on
the specifics so nmuch that we had al ready received, but what
can you share wth us about what percentage, if you have any
way to know, of people in Tulare County are struggling to
maintain their dairy operation? Do you have any awareness in
addition to what you, yourself have dealt with?

MR. FERNANDES: No, | couldn't tell you a percentage. M
pur pose today was hopefully reflect based on ny feelings being
in this industry all ny life, and really just to casua
conversation with fellow dairy producers, that going forward,
they are looking at a different direction, and it is not

increasing mlk production in their operations. And that's
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general |y speaki ng.

And so I, when | |look at the pattern anywhere | am
going or the fellow dairymen are looking at, we're trying, it
is really trying to grapple and determ ne what is the nost
sustai nabl e option going forward. And ny concern is that the
dai rynmen are not going to have the passion or the fight to go
t hrough the dips and valleys |ike they have done in the past.

JUDGE CLI FTON:  Wen you say you waited a long tinme for a
mar ket correction, how long, and did it come?

MR. FERNANDES: Well, yeah. | nean, we have just come off
a correction that, 2014, that previous to that it was fairly
long spell. And I, and for ne it's been really hard for those
that | have known who had to exit the business at the end of
2013 when there was so nuch opportunity to recoup the erosion
in 2014.

And so the valleys, you know, the narket signals today
aren't working correctly when one part of the country gets the
signal much earlier than the rest of the country. Today we
have a signal in California that brings less mlk, that's not
necessarily the case in other parts of the country, which just
del ays the correction in mlk quantity. And we're already
suffering. So -- if that nakes sense.

JUDGE CLIFTON: It does. Your ranping down while other
regions of the country are ranping up. |Is that what you are

expressi ng?
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MR. FERNANDES: Right. Exactly.

JUDGE CLIFTON:. O your brothers who al so are dairynen, are
they in Tulare County?

MR. FERNANDES:. Yes, they are.

JUDCGE CLI FTON:  Wio el se has questions for M. Fernandes?
I's there anything el se you would |ike to add?

MR. FERNANDES: No. | just, again, | want to thank you for
the opportunity, and | hope nore dairymen come forth. | nean,
this is a great opportunity. This is a tool that we shoul d
al ways | ook at whether we win it into a Federal Order or not.
| have | earned so nuch listening in.

And so, staff, for those here, | just, again, thanks
for going through this process. | just would |love to see it
get picked up a little bit as far as speed.

JUDGE CLIFTON: And you will vote, if there's a proposal to
vote on?

MR. FERNANDES: Yes, | will. Hopefully by the end of the
year, right?

JUDGE CLI FTON: Thank you so nmuch. M. Fernandes, thank
you so much for com ng and sharing your thoughts with us. A
right. 1|s there anyone el se who wants to testify prior to
M. Hollon resumng the stand? Not at this time. M. Hollon
wel come back. Dr. Schiek?

CROSS- EXAM NATI ON
BY DR SCHI EK
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Q WIlliamSchiek, SCGHI-EK
Good afternoon, M. Hollon.

A.  CGood afternoon, Dr. Schiek

Q | just have a few questions, you know, naybe |'m going
to start with kind of picking up fromM. WVulin's questioning,
getting back to the intercept and the interpretation of that.
Wuld | be totally off base if | suggested that that number is
basically the cost associated wth moving mlk zero mles?
Basically the fixed cost associated with | oading the truck
doi ng those kinds of things, froman estimation standpoint?

A, In general, | would agree with you.

Q (Gkay. Gkay. GCetting back to the question of |oca
haul. | just, | think I would like to | ook at Exhibit 74,
which is the ranch-to-plant hauling table, and so the number
you are using is 30 cents to represent, be a representative
| ocal haul; is that right?

A It is.

Q And so do you have in mnd, in terns of picking that
nunber, approximately how many mles that is? How many niles
is alocal haul? 1Is there a general ball park?

A. | do not.

Q Ckay. So just to kind of look at the, let's see, first
page of Exhibit 74, if | go down 1, 2, 3, 4, 5, 6th, hau
region fromthe South San Joaquin Valley, and it says delivered

to, the 1, 2, 3, 4th line down on the delivered to side is al so

3405

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XVII Court Reporters



© o0 ~N oo o b~ w DN P

NN NN R R R R R R R R R
g A W N P O © O N O O M W N B O

the South San Joaquin Valley, and there's about 1.44 billion
pounds of mlk in that particular nonth delivered fromthat
region to that region. And the haul rate there is 35.46 cents
or $0. 3446 per hundredwei ght. But | see that the m|eage range
is up as high as 132. Wuld you think 132 mght be a little
bit longer than a local haul, typically?

A. Could be in Atwater in that area or |onger than a | ocal
haul coul d be.

Q And that's pretty close, it is a nickel and a half
above your 30 cent thing, but -- but you know, maybe if you
el i m nated some of those higher, one end of the region to the
ot her, 100-mle plus hauls, you probably would be in the 30
cents bal | park, maybe?

A And if you look at the average mles of 26, that's got
to tell you that nmore themare closer to one than 132

Q Rght. And there's a certain fixed cost associ at ed
w th any haul, so even if you had a mle haul, it's not going
to be really close to zero or sonething, right?

A, That's correct.

Q Ckay.

A.  You've got a sanple, you have got a test, you' ve got to
wei ght, you' ve got to punp for sonmebody who shows up at the
farm

Q Ckay. And if we look at the next section down, this

may be a little bit of overkill, but I'mmaking a point. But
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North San Joaquin Valley to the North San Joaquin Valley, if
you | ook over in the October 2014, we have got a haul rate,
average haul rate and that shipnent of 40 and a half cents per
hundr edwei ght, about. That's actually $0.4053 per
hundredwei ght. But the average is 27 mles, and in that,
again, in that route, the high is 93, so there maybe sone

| onger hauls in there. But, again, | think those two nunbers
probably, especially when you take out the higher rate hauls,
t hey probably suggest your 30 cent nunber is not far off. |
just wanted to --

A | would agree with you. But | would say that our |oca
mar keting fol ks, you know, for the genesis of the 30 cents and
they're in touch wth the day in and day out, and you have made
sone good points.

Q Ckay. And | wanted to just say, | was very inpressed
wth the information you put on the record, particularly by
getting all the information you and your fellow co-ops have in
term of nmaking these deliveries, because you are the only ones
with that infornmation that could do what you did in estimating
that, so | think that was excellent information to get on the
record, and | appreciate that you did that.

| do want to ask a question about transportation. \Wat
is known under the current State Order as transportation
credits, which is the assistance provided fromplant to plant

novenments. You nentioned when Ms. Vulin was questioning you
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about, you know, they weren't included as part of your
proposal, was there a deliberation about whether they should or
shouldn't be included or a rationale why they weren't? | was
just curious.

A, Again, talking to the |ocal people on the ground, we
did have a discussion about that nmultiple, at multiple tinmes as
we worked our way through this, and the general consensus was
they wanted to focus on the ranch-to-plant nmovenent. And
think I recall that there was not a |ot of plant-to-plant
novenment. | think that was commented on by, again, |oca
mar ket guys in all three co-ops.

Q Yeah. And certainly the data that CDFA presented or
t hey showed branch-to-plant dollars taken fromthe pool versus
plant-to-plant is much smaller. Do you have any sense of what
those plant-to-plant novenments represent, what kind of product
they are, where they are going, fromwhere to where?

A. | do not.

Q So you don't know if there, say, for exanple, condensed
skimfor fortification going to Cass |I plants?

A Likely, if you were paying me to guess.

Q Wll, I"'mnot, but pretend.
A. | would think there would be a condensed product of
sone type.

Q Ckay. This was just another question | had. On page 8

of your statenment, Exhibit 72. So this is maybe the second
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paragraph up fromthe bottom and the one that starts with the
Federal Order Differential Structure?

A Yes.

Q And the | ast sentence you state, "Wthout an inside the
marketing area transportation credit system many of the O ass
| and Il handlers would be at a conpetitive disadvantage to
certain simlarly situated use in Cass | and Il handlers
| ocated in the nore densely supplied mlk shed areas.”

Can you, would you be willing to expand on that? In
ot her words, what's the -- what's the source of that
di sadvantage? Just trying to understand that statement a
little bit nore.

A | think as also reflected in other places, that we
chose not to try to define our transportati on zones as
| ocations that were nore distant fromthe heavier mlk supply.
And clearly not every Class | or Qass Il plant is nore
distant, and those that are in the areas where there's lots of
mlk would likely be able to attract it at a | ower
transportation rate than a further, than a plant |ocated
farther away.

Q Gkay. | think, you know, when | was first studying

transportation issues in graduate school in terns of mlk and

transportation, one of the things that | learned at the tine,

and it was naybe it was wong, but, was that bulk -- | don't

think it was wong at the tinme -- but bulk mlk shipnents were
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generally |l ower cost, nore efficient than packaged route
di stribution shipnents.

Do you have a sense, is that true at all today or is it
changing? 1Is the marketplace changed in sone way that maybe
woul d?

A. | would generally agree with that.

Q That it has changed?

A.  No, that bulk transports are, to sonme extent, cheaper
t han packaged. | have had some processor custoners debate that
a bit, but inthe main, it seems like it is cheaper to
transport bulk than it is to transport packaged goods.

Q Do you think that certain kinds of custoners, the bit
whol esal e club stores, for exanple, mght, rather than having a
route disposition to their stores, you know, do Class | plants,
in your know edge, sonetines nake deliveries to a distribution
center? So instead of having to actually go out and distribute
to all the stores, they sonetines nake bul k drop shipnent to a
distribution center and then that distribution is handled by
the store?

A. | think those types of patterns are probably about as
many as you could come up wth.

Q Gkay. | think this is on page 15. And you are talking
about the period you used to establish a base for the fue
price. You said the eight-nonth base rate diesel price was

4.110 per gallon -- $4.110 per gallon. And so the question |

3410

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XVII Court Reporters



© o0 ~N oo o b~ w DN P

NN NN R R R R R R R R R
g A W N P O © O N O O M W N B O

had that was, it's kind of a period of high-priced fuel. But
is the reason you chose that period because it corresponds to
the time period you did your study of, wth all the information
t hat your Cooperatives put together and had the Market
Admi ni strator help you anal yze?

Yes.

Ckay. | think, I wanted to | ook for a second.

You' re wel cone.

o > O >

Ch, gosh, a literalist.
Cooperatives map 7. Q on Exhibit 73, your list of
exhi bits, where you have the Federal M|k Mrketing O der C ass
| Differential and Summary Statistics.

A Yes.

Q In your witten statenent, if | understood it
correctly, you were talking in earlier part of the statemnent
about how this price surface, in other Federal Orders, serves
the role to assist in transportation. |s that because there's
a location differential or PPD that's applied at the |ocation
of the plant of first receipt, that producers price is adjusted
based on this nmap or a map like this in other areas?

A, | think M. Vetne and | went through this.
.

Q

A. Do you recall?
Q Mas it today?
A

| haven't had that privilege yet today. But try -- try
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your question, ask your question again.

Q So in Federal Oders, this differential price surface,
and the fact that when a producer delivers to a zone on the map
that has a higher price than maybe the zone that they are
actually located in, that they mght ship to a | ocal
manuf acturing plant in, they get a higher price for that
delivery to the deficit zone; is that correct?

A. Correct. So in your exanple, if your farmwas in a
typi cal Federal Order, the $1.60 zone and you deliver to the
$2.10 zone, that delivery would carry the $2.00 differential as
part of the price. But your mlk check m ght be, would be
referenced in your zone. And the thought was that the hau
cost, you bore the cost of taking it there.

Q Raght. Oay. And in the systemthat you are proposing
under Proposal 1, there wouldn't be that kind of adjustnent to
the producer price. Al the nmovenment woul d be handl ed by the
transportation credit systemthat you have proposed in terns of
economi ¢ incentive for novenent; is that correct?

A. | think the answer is correct, but I"'mnot sure if the
way you asked it is correct. But | think what you intended to
ask was would we have a flat producer price?

Q Yes.

A, And would we have a price to handl ers, buyers, that
reflected the differential surface? Yes.

And would all the dollars fromsales go into the pool
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and to pay producers and to pay transportation? Yes.

Q Gkay. That is all. Thank you. | think that's all |
have.

CROSS- EXAM NATI ON

BY MR ENGLI SH

Q Chip English. Good afternoon, M. Hollon

A CGood afternoon.

Q I, too, thank you for this material. And | think as
indicated in our statenment, | think this is a place where
would like to learn as much as | can, our areas of disagreenent
are, they nmay still be levels of disagreenent, but | think it
is very different fromwhere we have been with the rest of this
proceedi ng.

Let me start out with page 19. And the change that

you, the substantive change, | know you put the deletion of the
word and, the substantive change of renoving San D ego from
Transportation Zone 1, and then by striking San Diego in the
exception to 2 basically, | think it allows plants in San D ego
or handlers delivering to plants in San Diego, to get credits
at least fromsome parts of the state; is that correct?

A Yes.

Q So, and | may have mssed it, if you said it, but
what's the rationale -- first of all, in the existing
California Order, is that howit is, San Diego is listed as

Ri versi de and San Bernardi no?
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A. | don't renenber.

Q Gkay. Al right. Can you tell nme what the reason for
t he change fromthe Hearing Notice to now?

A.  As we discussed this, and again, with the |ocal
marketing staff, they felt like this was a better
representati on of what we wanted to do with m |k nmovenent and
what we wanted to do with transportati on paynents.

Q Sothe way it was witten, the credit would only be
available for plants in San Diego if the mlk came from
Ri verside or San Bernardino, right? So by deleting San Di ego
in Transportation Zone 1, you don't get a transportation credit
if the delivery is made in the San Diego County to San Di ego,
correct?

A, Correct.

Q So that effectively elimnate a |ocal haul, correct?

A. In that case, yes.

Q It elimnates the credit for a local haul. But by
del eting the exception for San Diego in Zone 2, you now get the
ability to get a credit or -- what is the inpact of the change
in Zone 2, then?

A, You would get a credit froma delivery fromany other
pl ace, any other county in the state, which in that case would
i ncl ude San Di ego.

Q Ckay. So you actually do get a credit for delivery

from San Diego to San Diego on your Transportation Zone 2 rule,
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correct?

A.  Yes.

Q But you also can get a credit for delivery to a
San Diego plant for a farther distance, say from--
Yes.

-- Fresno?

> O >

Yes.

Q Ckay. Since San Diego is South of Los Angel es, why
woul d you effectively permt a credit for a haul fromFresno to
San Di ego when you are not going to permt it fromFresno to
Los Angel es?

A, I'msorry, | don't have an answer.

Q Al right. I'mgetting sonme help fromM. Schiek. |'m
genuinely trying to understand.

So what Dr. Schiek is suggesting, is that the way it
was witten before a change, was that you get two different
rates for the sane haul conceivably.

A, That is conceivabl e.

Q Ckay. So the change as at |east made presented two
different rates for the sane haul, but it may al so have created
the ability to get a credit for a haul that junps over
Los Angel es and goes into San Diego, say from Fresno?

A Coul d.

Q Now, if I understand it correctly, is the decision to

alter the nornmal Federal Order process of having the handl er
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price in a |location, also be the producer price in the sane
location? |Is this transportation credit system as you

expl ained the need to sort of conpensate and sinplify it by not
taking into consideration the difference between the two
producer prices, is that the sole reason that the co-ops
proposed having the producer price not based on | ocation?

A, Wll, part of it is, obviously, the function inside the
transportation system And part of is that that's not been the
practice in California, that producers are used to this type of
paynent method and system and so it would be easier to explain
and under st and.

Q | accept that.

A. W also wanted to try to focus the dollars on
transportation. In the existing system there's adjustnents
made to the pool that for difference in |ocation, maybe mlk
never even noves and there's -- there's, the |ocation
adj ustment is held out of the pool whether the mlk noves or
not. So we wanted to try to focus all of the dollars that we
could on the system

Q kay. Now, the flip side of that is that the diverted
mlk is priced at the plant to which diverted, correct?

A Yes.

Q But a dairy farmer whose mlk is maybe close by to that
pl ant which is diverted, would nonethel ess have the sane price

for his or her mlk as a dairy farner, say, |located in?
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Los Angel es?

A. Al producers would get the sanme price.

Q And going back to Ms. Vulin's questions, you
specifically said you don't want to overshoot.

A. Correct.

Q And by that you nean that you certainly don't intend to
pay nmore than a hundred percent of the haul, correct?

A. Correct. Wndfalls are not good in our business.

Q Wndfalls are not good in the business. And so there
are sort of two pieces to that. First, you subtracted the cost
of 30 cents?

A Yes.

Q Under the viewthat that is already being paid by the
producer in your view, correct?

A, Correct.

Q But even leaving aside that fromyour own exanples, you
never quite get to 100 percent of the remainder, correct?

A, Correct.

Q Ckay. So is that what you neant by, in one of your
earlier statenents, that you were trying to | eave producers
indifferent as to whether they deliver to a Cass | plant or
not, as opposed to if you had a wndfall, they mght actually
want to send their mlk there?

A W don't want to create a windfall because that messes

w th the procurenent patterns and activities, and so we wanted
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to also try to set up a transportation systemthat woul d
recover that extra cost. So | nmean, those are part of our
goal s.

Q But the extra cost is not actually by your own efforts,
not going to be 100 percent, correct?

A. That's true.

Q Gkay. And turning to page 21 of your testinmony, and
you reference the idea that the transportation credits wll
apply only to facilities that have utilization of greater than
50 percent in Cass | and/or 11.

So first, if a plant has 100 percent Cass II, is it
eligible for the transportation credit?

AL Gven it neets all the geographic limtations?

Q Yes.

A Yes.

Q Now, yesterday you were here for the testinmony of
M. Schad, or no, you weren't actually, | take that back.

A | was getting ready for today's testinony.

Q Didyouread M. Schad's testinony at any time?

A. | have read parts of it. 1've not read it all word for
wor d.

Q Do you recall his part where he discusses the build up
on the Cass | price cost differential would include an el ement
for the transportation credits?

A, Not particularly.
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Q Ckay. Nonetheless, if a facility were 49 percent
Cass | and Il, let's say it was 40 percent Class |, and 9
percent Class |II, and everything el se was sonehow Class Il or
IV, it would not be eligible for transportation credits at all,
correct?

A. Correct.

Q But nonetheless, on that 40 percent of mlk Cass |
you woul d be paying the Class | differential, correct?

A It would, correct.

Q | have no further questions.

CROSS- EXAM NATI ON

BY DR SCHI EK

Q WIlliam Schiek. Sorry, M. English's line of
questioning rem nded me of sonething I forgot to ask.

If there were a dairy farmer in a location who was in a
desi gnated area, wherever you can pay for himto, let's say he
woul d, under your system be eligible for a transportation
credit. But in his case, his best option was to ship to that,
to a dass | plant, the deficit area. |s shipping to a
manuf acturing plant was actually farther away for that person,
so under, if you wll accept the prem se that in that
situation, nmoney really isn't needed to get that mlk to nove
to the dass | plant? Your proposal doesn't take into account
or treat that producer differently, he still would get a

credit?

3419

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XVII Court Reporters




© o0 ~N oo o b~ w DN P

NN NN R R R R R R R R R
g A W N P O © O N O O M W N B O

A, Yes.
Q The handler would get the credit?
A, It would be a pretty |arge amount of judgnment that

sonmebody woul d have to start applying that would be pretty hard

to do.

Q Ckay.

A | don't think any Market Adm nistrator would want that
t ask.

Q ay. Thank you.
CROSS- EXAM NATI ON
BY MR VETNE
Q John Vetne for Hi | mar Cheese Conpany.

A follow up on that same question. Wuld you agree
with me that there are some regions in the state where there
are, there is a market and plants in search of m|k?

A In the State of California?

Q Inthe State of California.

A, There are narkets --

Q ~-- and plants in search of m |k because |ocal supply is
deficit.

A. | guess hypothetically that could be true.

Q Hypothetically, like Los Angeles. 1In actuality,
the Los Angeles area is an area W th popul ation and plants and
i nadequat e supply of nearby m|k?

A. That woul d be true.
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Q Ckay. And are there other regions in the state where
there is mlk production in search of a market sort of |ike the
situation that Dr. Schiek just described. Producers got mlk
| ooking for, looking for a home?

A I'msure there are regions in the state where there my
be more mlk than the reverse of the Los Angel es conpari son.

Q Yes. At |least sone nodest anount of transportation
al | onance has been applied by CDFA, and | think woul d be, may
be available in your proposal, for exanple, in Northern

California, the Hunbol dt area.

A No.
Q It's not --
A, No.

Q It's not there at all?

A. It is not one of the areas that is one of the counties
that a credit can be received in.

Q Gkay. Al right. 1It's your intention, however, to
apply the credit as nmuch as possible where there is a nmarket
that is in search of mlk needed to be transported to it,
rather than to give the credit to a supply that is |ooking for
a market ?

A Yes.

Q Ckay. Direct your attention, please, to page 8 of your
statement. The first sentence of the first, of the second ful

par agr aph begi nning on that page, you say, "the Federal O der
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differential structure alone is not adequate enough to nove
mlk fromsupply to demand points."”

I's that thought, and the sentence continues, was it
that thought we need to do sonmething to encourage that. But
the prem se thought, the beginning of that sentence, "the
Federal differential order structure alone is not adequate."
Is that illustrated in part in your Table 7.0O?

JUDGE CLI FTON: 7.0?
MR. VETNE: Yes, 7.0 they are letters not nunbers.
BY MR VETNE:

Q \Were it shows the Federal differential, and you
cal cul ate an amount of transportation recovered in the Federa
differential conpared to the CDFA rate.

A, Yes.

Q Now, would you agree with ne that the Federa
differential structure represents judgnent of the various
val ues of producer mlk delivered to one |ocation conpared to
ot her | ocations?

A | think it covers the, doesn't it cover all locations
in the country?

Q Yes, but all, the same price is not at all |ocations,
there are different prices. And those prices reflect different
val ues of producer mlk delivered to those |ocations.

A |1 think it is actually one of the footnotes describes

the nodel and tal ks about all of its constraints to achieve, to
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go in together to produce the differential service. Is that
what you are aski ng?

Q Yes, it's a function of transportation. Sonme places
need to transport less mlk than others and they woul d have
lower differential prices.

A It is also a function of processing, processing costs,
di stribution costs. Al of those variables are in play at one
time. | have heard Mark Stephenson |ecture on that many tines.

Q Maybe | need to be rem nded. You mentioned processing
cost. Does your footnote indicate that to fill denands, at
| east cost for processing mlk transport and dairy product
distribution, does that mean that the Class | differentia
structure created at the tinme of Federal Order Reform
represents sonething either nore or less or different than the
relative value of mlk at one |ocation conpared to other
| ocations?

A | think the differential surface took all of these
things into account in the nodel, and the result of the nodel
was the differential surface.

Q Al right. Wen you talk on page 8 of the Federa
Order differential alone is not adequate enough to nmove m |k
let me see, if you could |ook at your Map 7.Q the FMMO O ass
differential map?

A, Yes.

Q Do you nean there for illustration purposes that the 50
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cent difference fromthe $1.60 zone to the $2.10 zone is not
adequat e enough to nove m |k between those two zones?

A Yes.

Q Gkay. You also use the termon page 5 of your
testimony, near the bottom | think it's a heading, it's in
bold at least, oh, it's atitle of the table, the Federal Order
Differential Allowance. |Is differential allowance the sane,
nmean the sane thing as the dollar figures represented by zone
on the map, page 7. Q?

A | think in that case it would be, the answer is yes,
this does differentials and the differences between the two.

Q Between the two. GCkay. So built into the Federa
Order systemis an allowance to account for the different,
difference in value of nilk in the $1.60 zone to the $2.10
zone. But, in fact, your proposal, as | understand, correct me
if 1"mwong, provides none of that allowance for transporting
mlk fromthe $1.60 to the $2.10 zone?

A, Qur proposal identifies |locations where mlk is
delivered to, where it originates from and a paynent for
del i very between those two | ocations.

Q Yes, | understand that. In the Cass | differentia
structure, there is a 50 cent differential allowance between
the $1.60 and the $2.10 zone.

A R ght.

Q But your proposal, in fact, by having flat pricing
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takes zero of that differential allowance and applies it to
transportation; is that not correct?

A. No, we take all of that 50 cents, if that were an
actual transaction, put it in the blend pool, and then out of
the bl end pool, nmake a transportati on paynent.

Q The blend pool comes fromdass I, I, Ill and IV?

A Yes.

Q Ckay. So you are not taking any of the allowance in
the Cass | differential and applying it to the variable cost,
variable value of nmilk in the $1.60 zone conpared to the val ue
of milk in the $2.10 zone. You are taking the differential
val ue on one side of the equation, bringing it into the pool,
and taking out of the pool sonmething different, just fromall
classes, to fund the transportation credit system

A. |1 guess | would describe it the way | described it, and
that's not the sanme way that you did, but | don't -- you have
got so many hoops and turns that | don't think I can quite keep
up with it. But | have given you the best description that |
have got, and it seens like | amin the sane spot that you are.

Q M read of this is that you refer to the Federal O der
system as providing an all owance, and that allowance is not
enough, which inplies that there's sonething there that hel ps
move mlk. So we want to add to that allowance to get mlk
frompoint Ato point B. But in fact, your proposal, although

an al l owance nmay be created on the processor paynent side,
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takes zero dollars fromthat different |ocation values towards
transportation, and sinply puts all of it into the pool for
ever ybody.

A. | don't know how to answer you.

JUDGE CLIFTON: So, M. Vetne, assume for a minute that the
anount that cones into the pool fromwhat we | ook at on the map
at 7.Q --

MR VETNE: Yes.

JUDGE CLIFTON: -- turns out to be exactly the same anount
that's paid to the handlers under the formula that M. Hollon
has suggested. Just assune for a mnute that they were equal.

MR. VETNE: That woul d be a huge transportation pool, but I
can assunme that with you.

JUDGE CLI FTON: That woul d be a huge transportation pool ?

MR. VETNE: Yes. 50 cents on all of the mlk, all of the
Cass | mlk that comes into Los Angeles fromthe $1.60 zone.

JUDGE CLIFTON:  You don't think it, you don't think that
anount woul d be exhausted by the formula that M. Hollon has
suggest ed?

MR. VETNE: | do not think so.

JUDGE CLIFTON:  You think it would be nore noney than
will --

MR. VETNE: | hope to find out.

JUDCGE CLI FTON: By doing a nodel or do you nean --

MR. VETNE: No, by asking questions.
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JUDGE CLIFTON:  Ckay.
BY MR VETNE:

Q Gkay. Have you conpared, estimated the amount of draw
fromthe whol e pool for transportation allowances in the
proposal conpared to what the total paynents have been by CDFA
for transportation?

A.  The best answer | can give you on that is when we did
the data in our nodel, that we got pretty close, really close
to what was submtted for transportation. That was the sane
type of data. And, you know, on 78 percent of the pool we got
approximately the estimted function got to be approxi mately
the same as the actual paynents.

Q Ckay. You've referred a fewtinmes to Sout heast
transportation credits, so | would like to go through an
exanpl e and see where this is simlar. Were we have sone
prior understanding of howit works and where there's
difference. So again, looking at the map, assume a supply of
mlk in the $1. 60 zone noves to the $2.10 zone. The nap, page
7.Qin Exhibit 73.

Now, under the Sout heast and Appal achi an markets, if
mlk costs a dollar a hundredwei ght to nove soneplace fromthe
$1.60 zone to the $2.10 zone, do you follow nme so far? The
actual cost?

A | want to ask you a question. You realize in the

Sout heast zone they woul d get nothing?
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Q Because it has to come fromoutside the marketing area,

right?

A, Right.

Q Just apply that nodel to this, we'll assume the
marketing area is Los Angeles. In that nodel it costs a dollar

to move mlk and it was transported from$1.60 to $2.10. The
50 cents difference would go to the producer as part of his
hi gher blend price at the higher val ued |ocation, correct?

A Yes.

Q Ckay. And there's still 50 cents unaccounted for --

A, Correct.

Q -- that sonebody had to absorb. And in the Southeast
nodel you' d hope to recover a percentage of transportation cost
t hrough an al |l owance, sonething |ess than a hundred percent to
encour age efficiency, correct?

A Yes.

Q Gkay. So if you recover 90 percent of the unrecovered
transportation cost, that which is not reflected in the
| ocation adjustnent, there's 50 cents out of pocket, 90 percent
of 50 cents is 45 cents. |Is that pretty much how the system
wor ks in the Sout heast?

A Yes.

Q Ckay. But if you had the same target percentage of
recovery of unreinbursed transportati on costs under your

proposal, and what we have gone through with the Southeast 50
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cents is recovered by the producer cost, 45 cents is recovered
by the 90 percent target on the balance, the total total of 90

cents i s recovered.

A 95
Q 95 cents.
A, Yes.

Q Gkay. And 50 cents of that goes directly to the farm
to the producer, correct?

A. That's not the way it works in practicality.

Q It -- Cooperatives are the reporting handler for nore
of the those shipnents?

A.  Yes, and pays that dollar haul bill.

Q And pays the dollar haul bill?

A R ght.

Q And does the producer receive the value of the 50 cents
because of |ocation difference?

A, And the handl er receives the value of the 50 cents, and
the 45 fromthe Transportation Credit Program

Q Ckay. And in the Southeast, it is the producer, the
producer receives a 50 cent higher blend price, and sonebody
woul d recover the 45 cents, it is not recovered, correct?

A Yes.

Q Ckay. And you do note that under the system you
propose, nothing by regulatory mandate flows directly to the

producer, unlike the Southeast, the producer gets the 50 cent
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value and the blend price at that location, but all of it goes
to the handler. The producer gets information about what the
handl er collected, but there's no mandate that the handl er
share that revenue with the producer, as there is under the
Sout heast nodel for at least half of it going directly to the
producer as part of the producer blend price delivered to that
| ocation. Am| correct?

AL Only in the somatic sense. |In the Southeast nodel
again, the handler is the cooperative, and the handl er has the
dol l'ar cost, and the producer has the 50 cents, if you wll,
different base price. But at the end of the day all of those
costs have to be, you know, covered in one way or another. So
to finish your exanple, what you are inplying is that if
sonmebody ends up 50 cents short and if the, if the producer
ends up 50 cents short or his cooperative ends up 50 cents
short, in your exanple, you would be in the sane spot.

Q Gkay. | think you made sone reference to the notion
that if we didn't do this, there would be substanti al

over-order prem ums charged to recover those costs.

A, No.

Q No, you didn't say that?

A, | didn't say that.

Q Well, would you?

A | don't know. W would have to see when we got there.
Q Ckay. Are there currently over-order prem uns charged
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for the cost of transporting mlk that isn't recovered from
state transportation systen?

A At tines.

Q Are there over-order prem uns charged for other reasons
for dass | mlk?

A Wll, I"'mnot totally famliar with the California
market, there are over-order premiuns in the California market.
Q W have had nobody tal k about that. Do you have any
information either hard or anecdotal that you m ght want to

shar e?

A.  There's not a common marketing agency in the California
mar ket, so other than the presence of prem uns, that would be
proprietary between all of the various suppliers and sellers,
and so I'mnot totally confortable with sharing DFA structure.

Q Al right. Go back to the map on page 7.Q in
Exhibit 73.

A Mp 7.Q

Q Mp 7.Q yes, same map. Does the need arise
occasi onal | y, because of holidays and the |ike, for surplus
mlk in Southern California to find a manufacturing hone?

A. Do you nean in the $2.10 zone?

Q $2.10 or $1.80 zone?

A. I'mnot conpletely sure. There obviously is a
bal anci ng conmponent to the narket, but | can't tell you exactly

Is that zone always surplus or deficit. | don't know the
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answer .

Q Ddnot DFA a few years ago have a cheese plant down in
the $1.80 zone?

A It did.

Q kay. Let us say that there was a stormor there was a
holi day for some reason, demand for mlk at fluid mlk plants
dropped off for a period of time, and some of the Southern
California production had to find a manufacturing honme and
there wasn't enough | ocal capacity for that manufacturing
production in the south.

Wuld a handler in the scenario | describe be entitled
to a location adjustnent? Here's the description. Let's say
there's ten mllion pounds of mlk in the South that needs to
find a hone, 20 trucks, or how many trucks is that anyway? 200
trucks. Could not -- could not the existing supply in Southern
California be used for |ocal manufacturing purposes and, in
fact, that Southern California surplus nove up to Fresno or
Tul are or soneplace to the North to a distributing plant and
earn a transportation credit?

A, Transportation credits are only earned from novement in
the specified geography. So if it fits, if your exanple fits
t he specified geography, then the answer woul d be yes. If it
doesn't fit a specified geography, the answer woul d be no.

Q So there may be an incentive to shift surplus mlk and

supplies and distributing plant supplies around so that if the
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mlk's going, if some mlk has to nove that direction anyway,
if you could find a transportation credit for it, you would
| ook for it, wouldn't you?

A.  That could possibly happen. The economics in total
woul d have to work out obviously, but just because you get a
transportation credit doesn't mean it is a wise thing to do
economcally. Right?

Q If you get -- if you get a net dollar benefit, it is
sonmet hi ng you woul d have to consider for your menbers?

A Yes, if you got a net dollar benefit you would have to
consider it.

Q Thank you.

JUDCGE CLI FTON:  Dr. Schiek?
CROSS- EXAM NATI ON
BY MR SCHI EK:

Q WIIiam Schi ek.

M. Hollon, just one nmore clarification question. The
225-mle cap that you have referenced in terms of how you woul d
calculate the rate, | just want to make sure | understand that
correctly. That's not a mleage cap per se, it's a rate cap.
Is that right? In other words, if 1'm226 mles away, can |
and that mlk nmoves, do | get arate that's calculated at 225
mle level or do | get a zero rate?

A Arate that's calculated at 225 mles.

Q Thank you.

3433

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XVII Court Reporters




© o0 ~N oo o b~ w DN P

NN NN R R R R R R R R R
g A W N P O © O N O O M W N B O

A.  You' re wel cone.
JUDGE CLIFTON: Are there other questions for M. Hollon?
CROSS- EXAM NATI ON

BY M5. TAYLOR

Q Good afternoon. Erin Taylor for USDA

| would like to start for a clarification on Table 7.0?

A T7.07
Q Yes.
A Ckay.
Q | just want to make sure | got the nmath correct on how
you cane up with, for exanple, Columm K, which is the percent
haul covered by the smallest differential gain. And to work
the math there, | would say it would be whatever the value is
in Colum | divided by the value in Colum H

A Yes.

Q Gkay. So then working over, where there's a nunber
say, in Colum L, 47 percent. So here what that, | can
interpret that as saying that 47 percent, 47 percent, the
differential covers 47 percent of what CDFA currently pays out.

A Yes.

Q Gkay. So then just to be clear, though, that your
transportation, it, well, I'lIl ask. 1Is your systemthat you
all designed trying to replicate exactly what CDFA pays out in
their current transportation, or trying to insure that the

actual cost that the three co-ops have observed and put into
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this progression analysis are covered?

A The second.

Q Gkay. That's my only exhibit question. Now | just
have some ot her questi ons.

Your program has three different transportati on zones.

Can you explain why the three zones? How you canme up with the
three zones for the record?

A, Again, the local day-to-day marketing fol ks were
i nvol ved. And we | ooked at sone of the existing CDFA zones
that they had, they have a simlar collection of geographies.
W attenpted to define the ones that we thought that were the
nost |ikely, the nost reasonable, and the nost in need, if you
will, and not to cover areas that were in, like, haul that
woul d be in an area where mlk was plentiful, if you will,
conpared to demand, and this was the result that we cane up
wth. And we |ooked at, obviously |ooking at the popul ations
as best we can, and where the plants are, those are located in
the coastal areas, primarily in the San Francisco area and Los
Angel es area, so that hel ped define the destination points.
And when we went through the, |ooking at the naps, |ooking at
t he geographies, looking at the mlk productions, there was a
| onger distance there. Then we had to try to figure out where
the frompoints would be, so we tried to | ook at where |ikely
transportation, where the plot points would be that woul d al so

be in need of sone transportation assistance, and that's how we
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arrived at San Francisco area from anywhere; Los Angel es area,
if you wll, fromanywhere except Riverside and
San Bernardino County; and then the Los Angeles area only from
them And as we | ooked at different conbinations, that
eventually was the one we settled on that we thought was the
nmost efficient and nost representative of what the needs were.

Q Dd you look at any of your own hauling costs, actua
haul that come fromthose supply regions to the demand
| ocations in those zones?

A.  That was the data that, all of the data that went into
our nodel was our own cost item

Q Sois it fair to say that the simlarities between what
you proposed and what's currently done in California is the
transportation zones in general, in that producers are paid a
flat price, and then transportation costs are covered through
the program but all the other aspects of the transportation
al | onance programas it in CDFA, are different than what you
have proposed, and that is based on actual m|eage and not
their bracketed systemthat they have?

A. There was a lot in that.

Q Ddyou get all that? 1 was channeling John Vetne
ri ght now.

A, You are channeling ne.

Q I'mjust trying to make the record clear.
A. | think the answer is yes, but try it again
3436
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Q kay. | guess I'mjust trying to make the record clear
t hat where your proposed systemis simlar to what's currently
done in California and where it's different.

A Ckay.

Q That's all.

A. The California system does have definitions of supply
poi nts and destination points, and as does our proposal. The
California systemdoes pay, you know, on distances, but it's
not as precise, here's the spot point, here's the destination
point. The difference between those two is an exact nunber of
mles, and so our systemdoes that instead. And it's evol ved
t hrough the data rate estimation process, as opposed to broader
geographic area, and saying fromthis area to that area. So |
guess that's how | woul d describe the simlarities and how I
woul d descri be the differences.

Q kay. And | tried to do this in sone |ogical order
but | mght not succeed. Wen you tal k about paynents, the to
and the from and the paynment is on fromeach stop on the |oad;
is that correct? So if a truck stops at two farnms, you get one
paynent from farmone and whatever that nileage is; and another
paynment cal culated for farmtwo, and whatever that mleage is,
assumng, and it all went to Plant A?

A, That is both correct, and that's the way that it's done
today, and that's the way the rates are cal cul ated today. So

we went to Erin's Trucking Conpany and you gave us a bid,
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that's the way it would be structured. 1In just your exanple,
we would get two different rates fromFarmA and FarmB to
Plant A

Q So could the possibility exist that for one | oad sone
of those costs are double-paid for, if that nmakes sense?

A.  The thought process there, you get, it gets stuck on
the other areas of the country mle where you think about a
route. | would say, | spent a lot of time thinking about that.
But again, the way that rates are set and negotiated was the
data that we put in, so that reflects the actual negotiated
anount fromthe transport conpany to what, to what we pay now.
So the fact that we ended up with paynents that were the
estimated equation and the actual were close, very close, would
cover that. It is hard to get your head around that, |
understand it.

Q | think I understand.

A, Good.

Q You are trying to say that the data that went in to
come up wWith your intercepts and your coefficients, etcetera,
accounted for the fact that there were nultiple stops on a
| oad, and you had different rates that went into it.

A.  There may be.

Q Essentially.

A And obviously, not obviously, but in this narket

there's a larger percentage of only one stop |oad than in nost
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ot her markets.

Q Gkay. You have proposed that plants that have a d ass
Il utilization of 50 percent or greater, can get a
transportation credit.

A, Yes.

Q W don't have that currently in any other Federa
Oder. Cenerally it is just Class | plant. So could this
result in, it's on the whole load, it is not prorated to the
plant utilization; is that correct?

A. That's correct.

Q So a plant that has a 70 percent Class Il and 30
percent Class IIl or IV, etcetera, they would get a paynent for
all of that mlk?

A They woul d.

Q And --

A, And part of the reason for that is that, again, as you
start sonething new, you have a certain amount of what you had
to start with, and that's the mechanismin the narket here
today, so that's one factor. And then another is that those
two classes to add higher use to added value to the proposal,
so that conmbination were two of the nmain reasons why we went
there, knowing that it is different than in other orders.

Q Did you consider for lass Il plants, prorating it on
your Class Il utilization?

A. W did not, partially because that's not what happens
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now. So you would face a certain anount of opposition to get
an order.

Q Ckay. Previous testinony in the previous weeks you
guys have referred to 9 cents. 9 cents being the cost to the
pool so on a hundredwei ght basis, to fund the current
transportation credit systen?

A Yes.

Q Nowhere in today's testinony did you talk about 9
cents, so I'mjust trying to get an idea of, the 9 cents was
based on, perhaps, what CDFA currently pays out, and what is
your inpact, since you are not necessarily trying to pay out
what CDFA paid out, yours is on actual cost?

A.  The best answer | can give you there is we don't have
access to every novenent, is that we get our estimated pay
based on the equation, was al nost the same as the actual data
that we had available. And that data is in the sane form and
format that's submtted to CDFA for cost reinbursenent, so we
have to assune that we're in the same range as 9 cents, but we
don't have a hard nunber.

Q And that actually makes ne want to clarify something in
your statenment, because | think you just did clarify it. But
to be certain, let ne find the page. On page 13, where you
tal k about what the equations resulted in in total paynents
versus actual paynents, and those are not actual CDFA payments,

that's actual data fromthe Cooperatives, what you all paid?
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A. Correct.
Q Ckay.
A. But again, | would say that the data that we used to

devel op those equations, is in the sane formand format and
information as we would submit to CDFA for sone type of
rei mbur sement .

Q Gkay. | want to talk alittle bit about the 30 cents
that you guys put in and said that that's what you equate to be
a local haul rate.

A Ckay.

Q Howis that accounted for in a, for exanple, what we're
famliar with in say the Southeast, there's a |ocal haul rate
of 85 mles, and so that's easy to see where that, how that
i npacts what the rei nmbursement is. But here, 30 cents isn't
anywhere in --

A Itisin --

Q Is it probably inmplicitly sonewhere, but it is not

directly in your table, so --

A, Correct.
Q -- can you explain how you all accounted for the 30
cents?

A. In the rate cal cul ation equations when we had from to
m | es, pounds, amount, fromthe anount we deducted 30 cents.
Q And then that went in to cone up with, and that data,

after the 30 cent renoval, went in to come up wth your
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intercepts and your coefficients.

A. Correct.

Q D d you consider instead, doing sonething, for exanple,
as the first 25 or 50 mles, or not covered instead of
accounting for it in the, as a nonetary as 30 cents?

A. | think we tal ked about it sone, but the conclusion we
cane to was this was a better fit than what we were trying to
do. So | don't know that we actually ran any nodel s that
said -- oh, you know, actually we did run some that tried, that
tried 25 mles, 50 mles, but we got a better fit with our data
using the 30 cents.

Q Gkay. And when you talk about a local haul, that's a
farmto-plant novenent going to their nearest manufacturing
pl ant, nearest plant.

A O what would be conceived as a local haul in an area.
Many tines that may be set as much as by conpetitive conditions
as the plant that's ten mles down the road. So it's not
al ways the local plant. There nay not be a local plant from
where sone producers are | ocated.

Q On the last page of your statenent, the very |ast
par agr aph tal ks about, you propose the Market Adm nistrator
periodically publish a hauling cost study?

A, Yes.

Q | just want the record to be clear, that's not part of

your order |anguage, that's just going forward, if there was a
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California Order, that information would be?

A.  Yes, you are correct.

Q Gkay. And along that vein, then, because the way the
programis structured and it has intercepts that are based of f
all this data, etcetera, it would be in the future, perhaps,
that intercept needs to be updated. And to do that, we would
have to go through a whol e process of going back to do this
regression analysis to see what the new cost woul d have i npact,
be an inpact on?

A |1 think the idea is to have data that the narket can
use to assess that. And so a certain amount of it, and | can't
tell you exactly what it would be or what formit would take
that would be involved, and it would be out of the future.

Then if there was a need and if soneone requested, you know,
made a proposal, you woul d have data to work with.

Q Gkay. You propose that for the adjuster, the Market
Adm ni strator use the nost recent eight weeks of diesel prices?

A, Correct.

Q Wiy eight weeks?

A.  There are fuel adjusters present in the market today.
Wien the DFA negotiates with haul ers, we have that adjustnent
factor. Understanding taking to CDI and Land O Lakes they have
the same, that's a typical use that we have, that begin to take
a short-term spi ke or short-termevent out and tries to give

you a nore level, if you wll, nunber.
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Q ay.

A.  So we picked eight because that's custom now.

Q Gkay. On page 15 in the mddle, talking about
conputing the fuel adjuster. Again, with the nost recent
ei ght-week period, the last sentence in the m ddl e paragraph
says, "For inplementation of a final decision, the nost recent
ei ght -week period would be set by the Market Adm nistrator in
accordance with the process described above.™

| think what you, well, I'mgoing to say what | think
you nmean and you can tell me if I'mwong. But they don't
really set anything, but say when the order was first put in
pl ace, whatever nonth that woul d be, they would use the recent
ei ght weeks of diesel prices?

A. Yes, and it may not necessarily be the absol ute nost
recent, they need to adjust the date in order to neet the
recording requirenents.

Q Gkay. | think that's all we have. Thank you

A You're wel cone.

JUDCGE CLIFTON: Is there any other cross-exam nation of
M. Hollon before | invite redirect? | need two spellings,
M. Hollon. Near the end of your direct testinony you naned
two coomunities in Illinois. The first one sounded |ike
Chenung.

MR HOLLON CHE-MUNG thereis a large fluid

processing plant |ocated there.
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JUDGE CLI FTON: And the other one was Huntley.

MR HOLLON H U NT-L-E-Y, I"'mnot sure there is anybody
here to correct ne, so that there's a | arge processing plant
there, also

JUDGE CLI FTON: Thank you. M. Beshore?

REDI RECT EXAM NATI ON
BY MR BESHORE:

Q Marvin Beshore.

Just a coupl e of quick questions and redirect before we
get that 5:00 whistle.

M. Vetne asked you about the possibility of, if |
under st ood t he suggestion, the possibility of credits being
used for efficient mlk novenents are one that, novenents that
woul dn't ordinarily be done by nmoving mlk fromin a surplus
situation, noving mlk to cheese. A surplus in Los Angel es
shipping mlk to a cheese plant there and getting a credit by
shi pping additional mlk out to Fresno O ass |

Do you renenber that?

A.  There was a hypot hetical established, yes.

Q Ckay. Just so it's clear, under your proposal, there's
no credit possible for shipnents to Fresno dass | plants
regardl ess of where they originate, correct?

A, That's correct.

Q The only areas are the demand areas of San Di ego?

A.  \Werever the geographies are established in the
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transportati on zones.

Q And Los Angel es?

A. Correct.

Q Gkay. On table, just in response to questions from
Ms. Taylor --

JUDGE CLIFTON: I'msorry, that doesn't |eave the right
I npressi on when you say the only demand areas are San Di ego and
Los Angel es.

MR. BESHORE: I ncluding the surrounding counties.

JUDCGE CLI FTON:  And of course San Francisco is another
area. But were you limting this consideration to the Southern
California as M. Vetne did?

MR BESHORE: No.

MR, HOLLON: | think the correct answer would be that there
was only credit if the demand is |located in the designated
counties, and the Transportation Zones 1, 2, and 3 spell out
t hose counties, so that would be the only place you could get a
paynent fromor to.

MR, BESHORE: | was perhaps a bit hasty.

JUDGE CLIFTON: Well, it was short cutting and | didn't
want to you leave it that way. Thank you, M. Hollon

MR. BESHORE: Thank you, your Honor.

BY MR BESHORE:
Q Wth respect to Table 7.L, | want to nake sure |'m

clear and the record's clear. As | understand, and you were
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asked about the percentage in Colum K

A Yes.

JUDCGE CLI FTON: 7 which?
MR HOLLON: O
BY MR BESHORE:

Q 7.0 percentage of Colum K  And take the 47,
the 47 percent sanple was perhaps used. That is 47 perc
the haul cost in the CDA publication; is that correct?

A Yes.

Q So that publication, the CDA publication which is
Exhibit 74, is a haul cost of all kinds, not just haul c
subj ect to CDFA transportation all owances?

A. That is true.

t hi nk

ent of

osts

Q ay. Soif -- and | don't knowif | got this down

right. But if the question was whether that's a percent
the CDFA pay out, it's really a percentage of the CDFA,
cost as cal cul ated by CDFA?

A, That's correct. If | mssed that, I'msorry.

Q | want to make sure | got it right and hopeful ly

record has it right.

age of

of the

t he

A, In Exhibit 74, nakes it easy because it is in the very

first line, but the 4276 in His the very right nost nunber on

the top line, 4276. And so that would be the day-to-day

collected on the 64 |oads that averaged 32 mles, and there was

a cost there of 4276. And ny exanple said, if all of those
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| oads may have come fromthe $1.80 zone into the $2.00 zone,
the Federal Order difference would be 20 cents. And 20 divided
by 4276 hopefully is 47 percent.

Q Okay. Nowwth that in mnd, | do want to, | do want
to ask if you have any information, M. Taylor asked you for,
any information about the potential cost to the pool of the
Transportation Credit Program as proposed in Proposal 1. W
have used 9 cents based on current actual cost of the pool
CDFA system correct?

A, Correct.

Q Inthe COFAin the State Order, correct?

A. Correct.

Q Now, when you conpared -- did you conpare the pay out,
so to speak, the credit that woul d be obtained under Proposal 1
for the actual transactions that you submitted for analysis to
get the intercept and the coefficients, did you conpare the pay
out that woul d generate to what credits are presently received,
what al | owances are presently received on those transactions
for CDFA?

A 1 think | indicated that the data that we subnmitted to
cal cul ate the equations were the sane type of data that we
woul d submt for a transportation allowance recovery, and that
our equations resulted in very near that anount.

Q By that amount, do you nean the amount that you would

actually receive as all owances under the present CDFA systen?
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A. There's a piece in there | don't know of. | don't know
if we submt the total cost and get an allowance, if those just
match. | don't know the answer for that.

Q Gkay. So but is it your best judgnent on the basis of
what you do know, that a cost to the pool of around 9 cents is
as good an approxi mati on as you can cone up with of the cost of

the transportation credit systemin Proposal 17?

A, That's what we think.

Q Do you think it will cost about the same?

A W think it will cost about the sane.

Q Ckay. One, just one final question. | think you
commented on this in response to M. Vetne or Dr. Schiek, I'm
not sure. Let me just ask it. Is it your viewthat in a

market, there's a certain, in a market, such as in any
Marketing Order pool, there's a certain cost in dollars to nove
ml k from production points to Class | and Il consunption
points? There is a certain dollar anmount that's involved in
that, correct?

A.  That is true.

Q Ckay. And one, the location differential, producer
| ocation differential systemis one way of partially,
presumably partially conpensating for some of those costs,
correct?

A, True.

Q Is it your view as an Econom st and soneone who has
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been involved in these markets, Federal O der markets all over
the country for years, that a transportation credit system
based on actual costs, point-to-point, paying only on a
transaction basis is, in fact, a nore efficient way to use the
total, the dollars generated for those transportati on costs?
A It would be.
Q Thank you.

JUDGE CLI FTON: Does that pronpt any other questions?

M5. TAYLOR Yes. Sorry, just one nmore. Can't help
nyself, | won't be here next week.

So is the goal of your proposed systemis to cover al
transportati on cost except 30 cents?

MR, HOLLON: Yes. Because we deducted 30 cents from our
rate calculation. |If we wanted to capture that, we would have
left it in.

JUDGE CLIFTON: Ms. May, would you come to the podi um and
tell us our marching orders?

M. Hollon, you may step down. And | thank you for
this invaluable contribution to our assenbly here. Thank you.

MS. MAY: Today is Friday. W wll be back in this roomon
Monday, but we need to take all of our things out of here
toni ght and nove themover to the sane storage closet that we
used | ast week. Well, that's kind of a USDA thing. So we can
save your chair, so don't |eave anything here that you want to

see agai n Monday, because it won't be here. Anything else?
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JUDGE CLI FTON:

excel | ent weekend.

(Wher eupon, the evening recess was taken.)

That's it. Thank you. Everyone have an

W go off record at 5:02.

---000- - -
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COURT REPORTERS CERTI FI CATE

STATE OF CALI FORNIA )
) SS.
COUNTY OF FRESNO )

I, MYRA A PISH hereby certify:

| ama duly qualified Certified Shorthand Reporter, in
the State of California, holder of Certificate Number CSR
11613, issued by the Court Reporters Board of California and
which is in full force and effect.

| amnot financially interested in this action and am
not a relative or enployee of any attorney of the parties, or
of any of the parties.

| amthe reporter that stenographically recorded the
testinony in the foregoing proceeding and the foregoing

transcript is a true record of the testinony given.

DATED: Novenber 6, 2015
FRESNO, CALI FORNI A

MYRA A. PISH, CSR
Certificate No. 11613
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