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FRI DAY, OCTOBER 23, 2015 - - MORN NG SESSI ON

JUDGE CLIFTON: W're back on record. It is
Cctober 23, 2015. It's Friday, it is 9:00 in the norning.
This is Day 22 of the mlk hearing. W are in Fresno,
California, at the Piccadilly Inn Airport.

My name is Jill Cifton. I1'mthe United States
Adm ni strative Law Judge who is to assigned to take in the
evidence, that is the testinony and the exhibits, and then
certify those for the record. What happens after the hearing
is, parties will submt proposed corrections to the transcript,
and once | have determ ned how the transcript should read, and
have identified the exhibits, nmy work is done. The parties
wll submt briefs. Anyone may submt a brief. Those are all
filed with the Hearing derk, and I'msure you will exchange
themelectronically, and that they will be posted on the
website. They still have to be filed wth the Hearing Cerk
for the purposes of any appeals. So | would |like nowto take
appear ances of ny fell ow USDA enpl oyees.

MR, HILL: Happy Friday. M name is Brian HIl, |I'man
Attorney with the Ofice of the General Counsel's Mrketing
Regul atory and Food Safety Prograns D vision.

M5. CHILUKURI: Good norning, Rupa Chilukuri, that's
RUP-A GHI-L-UK-URI, and I"'malso with the Ofice of the
Ceneral Counsel .

MR, RICHMOND: Good norning, WIIliam R chnond,
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RI-CHMOND, with USDA's Agricultural Marketing Service
Dairy Prograns, part of the Order Fornulation and Enforcenent
Di vi si on.

MR. CARMAN.  Good norning, welcone to the last day of the
fifth week. difford Carman, CGA-R-MA-N Assistant to the
Deputy Administrator Dairy Prograns.

M5. MAY: Good norning, Laurel May with USDA AMS Dairy
Program |'malso with the Order Formul ati on and Enforcenent
Di vi si on.

MS. ELLIOIT: Hello, I'mPanela Elliott, E-L-L-1-O-T-T, I'm
a Marketing Specialist with the USDA AMS Dairy Program

MR. SVENSON:. Good norning, Virgil Swenson, V-1-R-GI-L,
SWENSON |I'mthe Assistant Market Adm nistrator for the
Central Marketing Order, and I"'mon detail wth USDA AVS Dairy
Program

MR. SCHAEFER: Henry Schaefer, HE-NNR-Y,
SCHAEFER Agricultural Econom st for the Upper M dwest
M1k Marketing O der Federal Order 30, here on detail for AMS
Dairy Prograns.

MR, BESHORE: Good norning, Marvin Beshore, MA-RV-I-N
B-E-SSHORE, Counsel for the Proponents of Proposal Nunber 1,
California Dairies, Dairy Farnmers of Anmerica, and Land O Lakes.

MS. OLI VER THOWPSON: Good norning, Megan A iver Thonpson,
Megan is ME-GA-N, I'man Attorney with the |aw firm Hanson

Bridgett in San Francisco, HA-NS-ON, B-RI-DDGE-T-T, and |
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am co-counsel for the Proponents of Proposal Nunmber 1.

MR. SCHAD: Good norning, ny name is Dennis Schad,
SCGHAD | wrk for Land O Lakes.

MR. ENGLI SH: Good norning, your Honor, ny nane is
Chip English, GHI-P, ENGL-1-SH I'mwth the [aw firm of
Davis, Wight, Trenmaine, my office is in Washington, DC, |'m
here on behalf of the Dairy Institute of California.

Ashley Vulin, V-U-L-1-N, is in production node.
think the copier wasn't working this norning so she had to go
out -- she's also with the law firmof Davis, Wight, Trenmaine,
and she'll be in later to enter her appearance directing the
exam of M. Newell.

M5. KALDOR  Good norning, Rachel Kaldor, RA-CHE-L,
K-A-L-D-OR Executive Director of Dairy Institute of
Cali fornia.

MR. DRYER Good norning, Geg Dryer, GRE-G DRY-E-R
Senior Vice President Industry and Government Rel ations for
Saput o Cheese USA and nmenber of the Dairy Institute of
Cali fornia.

M5. TAYLOR  Good norning, Sue Taylor, Leprino Foods,
L-E-P-R-1-N-Q, Vice President of Dairy Econom cs and Policy.

MR. NEVELL: Good norning, Mchael Newell, N-E-WE-L-L
Director of Sales, HP Hood.

MR RAM REZ: CGood norning, Mguel Ramrez, RRA-MI-RE-Z

Leprino Foods, Denver, Col orado.
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MR ZOLIN. Good norning, Alan Zolin, A-L-AN Z-OL-I-N
Consul tant representing H | mar Cheese.

MR. DeJONG Janes DeJong, D-e-J-ONG Dairy Policy
Econom ¢ Analyst with Hi |l mar Cheese Conpany, producer owned
manuf acturer of cheese, whey, and m |k products.

MR. VETNE: John Vetne, representative for Hilmar Cheese
Conpany.

MS. HANCOCK: Nicol e Hancock, HA-NCOCK, with Stole
Rives, ST-OEL, RI-V-E-S, representing the California
Producer Handl ers Association and Ponderosa Dairy.

MR. VANDENHEUVEL: Rob Vandenheuvel,

V-A-N-D-E-N-H E-U-V-E-L, here on behalf of MIk Producers
Council, a dairy farner trade associ ation.

MS. REED: Good norning, Kristine Reed, KR 1-S-T-1-NE
R-E-E-D, |'man attorney for Select MIk producers.

JUDGE CLIFTON: Is there anyone who has not yet conme to the
podiumthat would like to be identified at this tine? There is
not. Let us now take announcenents and other prelimnary
I ssues.

MS. MAY: Good norning, Laurel May.

Wl come back. W're going to see if | can do this from
menory as | don't know what happened to nmy cheat-sheet.
Everybody is welcone to testify if they would like to, and you
can just let us know that you want to and we'll get you on the

list. Anybody is also welcone to cross-exam ne any of the
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witnesses if they would Iike to, and you can do that by
approachi ng the podi um and having the Judge acknow edge you.

W are doing a live audio feed again, and the link for
that is www ans. usda. gov/live.

The court reporter is doing the hearing record for us
and transcripts and exhibits fromthis hearing are avail able
approxi mately two weeks after the end of each hearing week.

You can access those, I'mgoing to read you the website just so
that you can find the official versions of these transcripts:
www. ans. usda. gov/ rul es-regul ati ons/ noa/dairy/ca. And that's,

if you get to that site, then you click on hearing record, and
under hearing record there are two buttons, one for transcripts
and one for exhibits, and those will get you to the official
copi es that we have posted there.

Okay. Let's see. This is our last day here, so once
again today we'll have to pack up everything and take it back
w th us, and we go back over to Clovis Veterans Menoria
District, where we will pick up where we left off, next Mnday.

Yesterday we ended the day by M. Dryer being on the
stand under cross-examnation, and | believe Chip English
intends to put himback on the stand this nmorning to continue
t hat .

JUDGE CLI FTON: The docket nunmber that is used by the
Hearing Clerk within the US Department of Agriculture is, in
brackets, [AQ docket number 15-0071.
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A few weeks back | mentioned that | was happy t hat
there would be a website where we could actually go back and
see some of the audio feed captured, recorded, and it hasn't
been operational, but it's about to becone operational. This
is not an official USDA website, but nevertheless it will be
very useful, not only to outsiders who are trying to keep
abreast, but even those of us who have been here who want to go
back and hear portions of the testinony. The website is
nydai ryman.com So it's: ww. ny-dairyman.com so there are
two advantages that is offered by this private enterprise firm
that we are unable to offer through the USDA, and that will be
t hey have recorded the live feed so you wll be able to go back
and find oral testimony. |It's not official, it's not the
transcript, but nevertheless it will be useful, I think. The
ot her advantage is that they have been gathering exhibits as
t hey can when they conme to the hearing and pick up copi es.
Those are not the final version of sone of those exhibits,
because as we all know who have been here, we make corrections
as we go. But nevertheless, you can get themearlier than two
weeks after the proceeding that identifies them So | pass
that along for the use of anyone who would like to use it. It
is open to all, for which I thank the conpany that has nade it
avai |l abl e.

All right. What other prelimnary matters are there?

MR. ENGLI SH:  Your Honor, Chip English. As M. My
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indicated, we're going to begin today with M. Dryer continuing
W th his cross-exam nation and any ot her exam nation. Wen
that is conpleted, we intend to put M. Newell on the stand. |
am assum ng by that time the production issues that Ms. Wulin
is involved in will be conpleted so that she will be back for
that. And then after that, James DeJong for Hi | mar Cheese we
expect to be on the stand. And that's the production issues
that are going on right now

W don't have any other w tnesses, but also we have
every reasonable belief that that will take us through the end
of the day.

JUDGE CLIFTON: Remind nme please what M. Newell's
testinmony will be about?

MR ENGLISH It is orderly marketing. We're trying to
stay within that framework still, the one deviation had been
ESL, but we're still on the orderly marketing side of things.
That's a good question, your Honor, thank you. And that would
be today.

JUDGE CLIFTON: Very good. Are there any other prelimnary
items? Ms. May?

M5. MAY: | forgot to nention one thing, this is Laurel
May. The ot her day sonebody had, somewhere in
cross-exam nati on we were discussing Exhibit 9, which is all of
USDA' s data tables, and we have run out of copies, so | brought

a pile of those in today. But if anybody would still like to
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have one of those, please help yourself, they are in the back
of the room

JUDGE CLI FTON: Excellent. Thank you. That was quite a
phot ocopying job, I'msure. Good. Al right.

Any other prelimnary matters? None. Al right.
Then, M. Dryer, you may retake the witness stand. M. Dryer,
you remain sworn, but | would |ike you again to state and spel |
your nare.
MR DRYER Geg Dryer, GRE-G D RY-ER
CROSS- EXAM NATI ON
BY MR BESHORE:
Q Marvin Beshore.
Good norning, M. Dryer.

A Good norni ng.

Q Ckay. I'dIlike to maybe try to pick up where, a little
bit where we left off yesterday, and then continue on with a
few nore questions about some of your testinmony in Exhibit 91.
We had been reviewing lots of very useful information about
Saputo's operations in your plants and what they produce,
plants in various |ocations, basically Wsconsin and
California. For these products that are produced in Wsconsin
but not in California, cheese products, and |I'mtal king just
about cheese not about Class Il operations now, are they
mar ket ed national | y?

A, Yes.
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Q ay. And | didn't keep a conprehensive |ist of those,
| don't think, but they are -- the record will show what they
are, but gorgonzola and bl ue cheese, and ot her products.

A Quite a variety.

Q Quite a variety, yes. Gkay. |s Saputo the second or
third | argest cheese producer? | ask that because you said
among the top three, and | have seen some recent publications
specifically fromthe colum from M. Urhoefer, who is the
Executive Director of Wsconsin Cheese Makers who says, | know
the list, here it is, top five, Leprino nunber 1, Saputo nunber
2. Are you 2 or 3? Just wondering.

A, The information isn't public, so, you know, we can't
cl ai m ownership of nunber 2. And the fact is that 3 anbia and
H lmar are growing so rapidly it is hard to keep pace wi th who
is in second and who is in third.

Q Ckay.

JUDGE CLIFTON: M. Beshore, a nane that sounded ki nd of
l'i ke Urhoefer?

MR BESHOREE U MHOEFER dose?

MR. DRYER  Correct.
BY MR BESHORE:

Q So turning to page 2 of Exhibit 91. You pose a
question, right about the m ddle of the page under the headi ng,
Orderly Marketing of MIk in California. You say, "The

question for USDA to ponder in the decision to pronul gate a new
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Federal Order for the State of California, whether the petition
seeks to resolve conditions of disorderly marketing where it's
sinply an attenpt at achi eving gover nnent - mandat ed price
enhancenent . "

Now, | take it fromthat sentence that you woul d not
consi der achi evi ng government - mandat ed price enhancenment to be
a legitimate objective here?

A, Wll, | don't have any expert. M understanding,
though, is in order to justify creation of a pronulgation of a
new Order, you need to denonstrate disorderly marketing.

Q Ckay.

A.  That's ny under st andi ng.

Q But do you -- do you understand, what's your
understanding with respect to whether producer price
enhancenent is a legitimte object of Orders?

A.  That may be

Q It may be a legitimte object?

A, Yeah, | guess -- | guess |'mnot -- |I'mnot an expert
in the arena of Federal Order regulations, but it seems to ne
that | have heard that sonmewhere along the line, that that's
one of the --

Q Soif, for instance, the -- one of the said in the
reports fromthe Act that was passed said, in part, "the
essential purpose of these agreenents and orders is to raise

producer prices." |If that's stated to be one of the purposes,

4280

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOLUME XXII 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

if the CGovernment, when it ponders this, would have to take
that into account, would it not?

MR, ENGLISH. (njection. Not only clearly calls for |ega
conclusion, but it is an incorrect statement of the lawwth
respect to statutory construction, and | object.

JUDCGE CLI FTON: The objection is noted, the w tness may
respond to the question.

MR. DRYER Can you just replay the |last part?

BY MR BESHORE:

Q If raising producer prices is one of the purposes of
the law, that's something that USDA would have to ponder in the
deci si on maki ng, wouldn't you agree?

A, If | understand that correctly, if you have an O der
then you woul d consi der that, but whether you have an O der or
not, it seems to me fromwhat | understand, you need to
denonstrate disorderly marketing.

Q Al right. So your understanding, if you have an
Order, you can consider, in essence, prices, but if you don't
have one, you can't.

A Well, if you don't have one, there's no question,
there's no USDA invol ved.

Q You can't consider that with respect to the decision of
whet her to pronul gate one?

A, I'mnot saying you can't, but it is my understanding

you have to denonstrate disorderly marketing.
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Q Let's talk about, I'mgoing to go on to page 4 of your
statement, Exhibit 91. At the very bottom the very | ast
phrase, or |ast sentence you make the conment that "it is
inportant to recogni ze that the enornous increase in
production,” you are tal king about California over sone period
of time, "was not demand driven."

What do you nean by that?

A VWat I'minplying, through ny research | was trying to
understand why we experienced the explosion in production in
California. And to nme, it was related to the efficiencies that
California producers were able to achieve through their
enornous scale. So | think they were in a conpetitive
advant age over the rest of the country that encouraged themto
produce nore mlk. It wasn't mlk necessarily that was being
asked for fromthe market, so part of in conjunction with the
grow h, that plants had to be constructed that could store
product for sonme period of time so that eventually the narket
coul d absorb it.

Q So basically your thesis is that California producers
just produced mlk and expanded production willy-nilly,
irrespective of whether there was any demand for it?

A. | wouldn't characterize it that way, no.

Q Ckay. Let's stay on stay on page 4 here and tal k about
the paragraph in which that's the | ast sentence, kind of

starting fromthe end, | want to nove forward. You are talking
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about your concerns with the proposed pooling requirenents of

the Order, okay? |Is that a yes?

A Yes.

Q Thank you.

A1 was waiting for you to finish this tine.

Q Thank you. W'Ill get that worked out at some point.

| want to nmake sure that you understand when you are
anal yzing the issue, what's involved here. And let ne just
preface that with saying, you and | are roughly contenporaneous
in this business, | have been at it for 35 plus years, so maybe
| have got a couple of years on you

A. | doubt that.

Q But, you know, it's -- the pooling provisions proposed
for this Order are different. And old dogs, new tricks, it
takes awhile to get your head around those things, and it took
ne alittle while really to think this all through and think it
all through, and | have been at it |onger than you have, and |
have been looking at it and analyzing it |onger than you have.

A Agreed.

Q So, first of all, you understand that this isn't being
proposed for any other part of the country, only California.
You understand that?

A. | understand that. Unprecedented.

Q And not applicable anywhere el se.

A well --
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Q | mean, you are tal ki ng about consequences --

A | think if it happens in California, there may be
people that would like to see it happen in other parts of the
country.

Q Wll, have you -- have you been listening to the

presentati on which has tal ked about the fact that it's
tailored, and in fact, required sinply by characteristics that
are present here in California that don't exist anywhere el se?
Have you heard that testinony?

A. | heard that, but that doesn't nean that other people
won't try to justify it in their region.

Q They mght have a hard time though, if they don't have
a quota program though, right?

A | can't answer that. | don't know the answer to that.

Q So we're talking about here in California, in
California only. Let ne say, | don't know anybody who is ready
to propose it anywhere else. Do you accept that?

A Yes.

Q Ckay. Now, of course two of the three proponents are
national dairy cooperatives, correct?

A. Correct.

Q Gkay. Now, do you understand that mandatory pooling
does not mean mandatory buyi ng?

A Yes.

Q Gkay. So assum ng that Proposal 1 was adopted, Saputo
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in California is free to buy as nuch mlk or as little mlk as
it chooses.

A Yes.

Q You understand that?

A Absolutely.

Q Ckay. And the Saputo supply in California, is it
primarily, but not exclusively, Cooperative supply?

A Primarily, not exclusively.

Q You do have sone independent producers?

A, Correct.

Q Ckay. And would you agree with me that it is the
uni versal practice of proprietary firnms when purchasing from
I ndependent producers and the Cooperatives, if they choose, if
they don't, they want to reduce their purchases, the co-op
purchases get reduced first?

A.  They can unl ess they have a contractual relationship
that requires themto take the mlKk

Q But that's basically the practice in the industry?

A Yes.

Q So if Saputo, California, you know, in a system of
where its plants are pool plants, just has to purchase what it
wants at the mnimumregul ated price, is that going to create

di sorder in Saputo's purchases?

A I'mnot sure | understood that question.
Q Wll, I"'mnot sure | understand the concern. Ckay? So
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you have indicated that you understand under a mandatory, |'l|
use the word you guys like to use, mandatory pooling. Under
mandat ory pooling, that you only have to purchase whatever you
want to purchase, correct?

A. That's right.

Q Right. And you would have a m nimum price, you know
what that price is, correct?

A.  Today.

Q Right. And if the -- if the Proposal 1 was in effect,
you woul d know what it was, correct?

A Yes.

Q (Ckay. Based on national product narkets, etcetera,
correct?

A Yes.

Q Ckay. And of course, the price would be I ess than you
are paying for mlk up in the Wsconsin plants, correct?

A, Remains to be seen.

Q well, howcould it be, why would it be anything, if
there's one uniformnational price, it couldn't be nore, right?

A You said it was |ess.

Q But since you are paying, since you testified yesterday
you pay substantial premumnms on your mlk up in Wsconsin, you
woul d be paying less in California if you were buying it closer
to mninumprice, correct?

A, \Wat | testified yesterday was, you showed ne a listing
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of premiunms in Wsconsin and you asked ne if they | ooked
representative and | said yes. | didn't say what we were

payi ng. And who knows what prices will be going forward in

California relative to Wsconsin. | can't answer that.
Q Well, if the mnimumprice is in the sanme in
California, okay -- so are you saying that you think you m ght

have to be, you might be required to pay nore in California

than you pay in Wsconsin?

A | doubt that. But if you are asking nme to specul ate,
and | don't -- you know.
Q Well, | thought that's what your testinony was about,

you are specul ating about what woul d happen if Proposal 1 was

adopt ed.
A Well, I knowif Proposal 1 were adopted you woul d have
the dass Il price as a mnimumprice in California, under

whi ch we coul d never pay.
Q As for what you bought. You could not pay |ess?
That's right.
Ckay.
In Wsconsin we can.

Now, you can pay | ess?

> O > O »F

W can pay | ess.
Q Yeah. But your average price in Wsconsin is
substantially nore than the minimum isn't that true?

A. | can, you know, |, off the top of ny head, | can't say
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what our average price in Wsconsin is.

Q Wll, didn't you tell ne yesterday that mail box mlk
prices show the, are good indicators of the purchase prices in
W sconsi n?

A. Mailbox mlk prices are mailbox mlk prices. That's
what farnmers are receiving in Wsconsin, that has nothing to do
w th what we're paying individually.

Q Do you know what your average cost of mlk in Wsconsin
pl ants is?

A If I, you know, had access to the files to | ook at, |
do, but I don't off the top of ny head.

Q You don't know?

A Pardon?

Q You don't know what it is with respect to the m ninum

Cass Il price, whether it's higher or |ower?

A Well, it is higher. Definitely higher than the m ni mum
price.

Q Ckay.

A. W pay higher than the mnimumoprice in California.

Q Are you aware that under mandatory -- by the way, do
you -- do you have any pool, are any of your plants pool plants
in Wsconsin?

A | Dbelieve so.

Q Ckay. So if the pool plants that, for all the mlk

that's pooled, you are obligated at |east at the m ninum price,
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correct?
A. Correct.
Q Gkay. |If you have, and you have mlk that's subject to

your marketing control, then, if they are pool pla

A Yes.

nts, correct?

Q | guess you do at nonpool plants, too, but at |east at

t he pool plants you do?
A Yes.
Q kay. Now, if at a pool plant in M nnesota

W sconsin under Proposal 1, if it has mlk, propri

or

etary pool

plant, that it |ooks to sell to another proprietary dairy or

even a Cooperative, that transaction is not subject to m ninum

order pricing?

A, Correct.

Q You understand that under Proposal 1 it wou
subject to m nimum order pricing?

A. If a nonpool plant sells to a nonpool plant
what you are sayi ng?

Q No, I'msorry. |If a pool plant, you know,
proprietary pool plant, sells mlk to, it has poo

anot her buyer, whoever it mght be, that transacti

| d not be

. 1S that

a

ed, okay? To

on i s not

subject to mninmumpricing. Do you understand that?

A. | certainly wouldn't argue against it. It is not clear
to ne.
Q Ckay. Wwell, if you assune with nme that that's correct.
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A Yeah.

Q Ckay?

A. | don't see that happening in the market. | nean, in
ny experience, in California would never see mlk traded at
bel ow the regul ated price, in our experience.

Q kay. But just assune with ne that you woul d be able
to do that under Proposal 1. Gkay? You would have to pool the
mlk, but if, by the way, you have heard the testinony in the
| ast couple of days, like with Dr. Schiek, that when prices are
| ow, are soft, when the market's long with mlk, that what
conpani es, the best way to maxim ze the value of that mlk is
to pool it, and then if you don't have a good use for it, or,
well, you don't want to process it yourself, is to sell it to
soneone el se. You understand that?

A. | heard that, yes.

Q Al right. Do you agree with that?

A.  Seens reasonable to ne.

Q Ckay. So if under Proposal 1 mlk was long in
California and you pooled it, and you wanted to, say, in the
first thing you did, if mlk was long and you didn't want to
buy it, you would turn it back to the co-op, right?

A. It depends on what your arrangenent with the
Cooperative is.

Q Ckay. Well, let's assune that you are, that you wanted

to dispose of some your producer mlk, you understand that you
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could pool it, get the draw, whatever it mght be, since mlk's
| ong, and manufacturing prices are lower, and sell it to
anot her party for whatever you could agree to sell it for.

Do you understand that?

A Yes.

Q Just like in, just like in Wsconsin.

A Yes.

Q Gkay. On page 6 of Exhibit 91, the first line of the
final paragraph you use the phrase "California has
predom nantly enjoyed a m |k surplus."” Wose enjoyed a mlk
surplus in California?

A. Again, |I'mstating there because m |k production has
grown so dramatically, that typically supply has at |east net,
if not exceeded demand nost of the tine.

Q So who enjoys that situation is ny question?

A Wll, it's growh for the industry, you know, farners
got to sell nore product that they produced, and, you know, so
I, that was the context of "enjoyed".

Q well --

A -- the growh.

Q Well, when supply is long, don't buyers really, aren't
they the ones --

A. Not really having a mninmmprice --

Q ~-- whoreally enjoy --

A -- this tine | mssed.
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Q Wen supply is long, the buyers are the ones who enjoy
that situation the nost, isn't that true?

A, Not in the situation where you can't pay |ess than the
m ni mum pri ce.

Q And has that been the case in California?

A Yes.

Q So, therefore, buyers haven't enjoyed the supply
conditions in California?

A, Correct.

Q You have not enjoyed then?

A Enjoy is, | nean, it is kind of a nebul ous term

Q It is your word, that's why I'm asking.

A. W have enjoyed the fact that we have no difficulty in
neeting our denmands for mlKk.

Q Let me turn to your discussion of the three |argest
cheese plants. The three |arge cheese plants in California,
and |'mon page 16 of 19.

A I'msorry, which page?
Q 16.
A, 16.

Q Gkay. So this information was taken from | think you
have indi cated from CDFA data, a June hearing; is that correct?

A, That's correct.

Q kay. |Is Saputo one of those three plants? |s one of

your plants one of those three plants, do you think?
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A 1, well, they didn't disclose which the three plants
were, so it is difficult to say.

Q Gkay. You are not sure?

A. No, I"'mnot sure.

Q Ckay. So you don't know if your plant's one of those,
any of your plants, are one of those plants or nore than one of
t hose, but you have nade some assertions about the ability of
those plants, the profitability of those plants under a
Federal Order |ike Proposal 1.

A, Correct.

Q So what do you know about the, since you don't know if
any of those are your plants or not, what do you know about the
profitability of those plants and their ability to be viable
under Proposal 1?

A. | just know that the magnitude of the requested
increase is so |arge, based on ny experience of operating the
cheese business all these years, that it's not realistic.
Because | know what cheese margins are as a conpetitive
busi ness, and what this anobunts to i s an enornous increase in
cost.

Q How long has Saputo been produci ng cheese in
Cali fornia?

A Saputo acquired Stella Foods in 1997, and Stella Foods
had two California operations at the time, so since 1997.

JUDGE CLI FTON: Are you saying Stella?
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MR. DRYER Stella, S-T-E-L-L-A

JUDGE CLI FTON: Thank you
BY MR BESHORE:

Q Now, has California, California operations been
profitable all these, over the years?

A. Can't answer that.

Q Saputo has continued to acquire and expand its
California operation since the first --

A, Correct.

Q Ckay. Prior to 2009, isn't it the case that the spread
between California 4b price and the Federal Order Class |11
price was nuch, nuch, nuch less than it's been since 2009?

A. That's correct. California had a hearing in 2007 that
changed the fundanental s.

Q So when you are saying that California can't, the
bi ggest plants in California can't possibly afford to be cl oser
to match the national prices, you were real close for years and
years and years before 2007, correct?

A Wll, the dass IlIl price and the Cass 4b price were
cl oser than they are today.

Q Wll, they were nuch less than 10 cents a pound apart,
10 cents, value of 10 cents a pound of cheese apart, much |ess
than that apart, right?

A R ght.

Q And of course now they are, they have been nmuch nore
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than 10 cents a pound apart, correct?

A. That's right.

Q Since what, 2007, '08, or '09, that period of tineg,
correct?

A Yes, historically the value of whey was nuch, nuch
lower than it's been in recent years. Wen the whey price came
up, given the mlk price fornula in the former California
system in the USDA system put tremendous pressure on cheese
makers.

Q So the three biggest cheese makers in California al
process their own whey, correct? The three |argest plants?

A Yes, | think so.

Q Ckay. Well, we can put this in the record if it is not
already in. The exhibit that CDFA that you testified from
shows that they all process their own whey. Renenber that?

A Yes.

Q So whey value for them whatever is there in the narket
for whey, they are processing it and getting it, right?

A, Correct.

Q But they have enjoyed a price that doesn't factor the
value of that whey into the raw mlk cost, isn't that true?
That's one of the main reasons why we're here, correct?

A.  Conpani es conpete on the basis of their overall
econom cs so conditions are conpetitive, and they nay enjoy

revenues fromwey, in fact, they may be | o0sing noney on whey,
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but competition takes into account all those factors. So it
may be accounted for in the price of cheese or conpetitive
prem uns or whatever. So it's not segnented that we | ook at
whey i ndependent from cheese or whatever.

Q But -- but the price of your raw mlk is segnmented, is
it not?

A. The price of rawmlk is --

Q Is segnented inits build up, correct?

A.  Yes, correct.

Q And the segnmenting in California has not included any
substantial value for whey for since 2007, '08, '09, correct?

A. By today's standard it is very substantial in terns of
what whey is worth versus what we're paying for it in mlk

Q No, ny question, M. Dryer, was, just to be clear, did
mlk, the rawmlk priceis built in segnents, correct?

A Yes.

Q And since 2007 in California, the segnment of the raw
m |k price, valuing whey has been very, very mniml in
California; isn't that true?

A. Again, that's subject to interpretation. To ne, it's
not mnimal, it's substantially different than the USDA ot her
solids factor. The question is, which one is nore appropriate,
which is a question | raised in ny testinony.

Q Well, froma buying perspective, you woul d nmuch prefer

the lower California value, right?
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A Yes.

Q On page 17 in your concluding pages of testinony, 17,
18, 19, you nake sonme assertions, and |'mjust interested in
your wordi ng. Wen people, you or |, have different opinions
about things, | probably say you are wong and you say |I'm
wrong commonly, right?

A Yes.

Q But in pages 17, 18, 19, when you are |ooking at the
arguments nade in support of California Order, you haven't said
they are wong, you have said they are fal se.

A. | apologize if the choice of words is offensive, it
wasn't the intent.

Q Wll, it was very intentional choice of words however,
was it not?

A It was just ny word, which | tried to say that what was
bei ng said wasn't supported by the facts was what |I'm
interpreting that false to nean.

Q You don't nean intentionally, |I'msure.

A. No, | don't.

Q Ckay. Thank you. | don't have any other questions at
this tine.

JUDGE CLI FTON: Thank you, M. Beshore. \Wo next wll
question M. Dryer?

CROSS- EXAM NATI ON
BY MR VETNE:
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Q John Vetne for Hilmar Cheese.

Do you still have Exhibit 94 in front of you? It

the map of the Saputo plants.
A.  Yes.

Q There are three gray icons under the headi ng,

S

Distribution Centers. Wat are those places? Wat happens

t here?

A.  So cheese is essentially accunul ated into those
facilities for shipment out to end-users, so it may come
variety of plants and it's aggregated there.

Q Cheese in what formis accumul ated at those

distribution centers?

froma

A. At the distribution centers, it is finished product,

and cases, and pallets of finished product.
Q Finished product in consuner-type packages?

A. Consuner, if -- if it's consunmer food service or,

yeah.

Q Gkay. And then fromthose |locations it is marketed to

whol esal e buyers; is that correct?
A, Yes.

Q Whol esal e buyers, like, for exanple, Costco, and

Wal - Mart, and Kroeger, and stores that have warehouses that

distribute it further; is that correct?
A. That's correct.

Q kay. Sysco, S-Y-S-CO is one of the mgjor food

service distributors in the country. That would be the kind of
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cust oner ?

A.  Absolutely.

Q And there are other food service buyers that, in turn
distribute to their custoners, correct?

A. Correct.

Q Ckay. |Is -- are the products that Saputo makes
distributed directly from to custoners fromthe plants on the
list on Exhibit 94, or do they all go to your distribution
centers first?

A. | believe that there's some custoners that are shipped
direct fromthe plant, but quite a bit goes through a
distribution center.

Q And you listed, as | recall, and you rem nded ne,
there's a couple of plants Iisted that do not receive mlk, one
in Geen Bay, Wsconsin, and one of the three plants in Tul are,
California; is that correct?

A. That's correct.

Q kay. Those plants, correct ne if |I'mwong, receive
cheese in sone bulk formfroma plant that makes cheese,
correct?

A. Correct.

Q Solet me see if | have the flow correct here. Raw
mlk comes to a cheese plant, which produces cheese in bulk
form step 1. Step 2 is, cheese in bulk formgoes to sone

processing or converting or cut and wap plant, and fromthe
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cut and wap or converting plant, it is sold to whol esal e

mar kets |i ke Costco, Wal-Mart, Sysco, Kroeger, and fromthose
whol esal ers, it gets to stores or institutions. Do | have the
flow correct?

A. That's correct.

Q That's correct. kay. At any of your converter
pl ants, cut and wap, shred plants, do you, on occasion,
recei ve bul k products from sources other than Saputo cheese?

A Yes, they are.

Q So when you receive bul k cheese products, to be an
efficient and profitable narketer, you need to price the
product, you need to find out what's the nost effective and
profitable source, correct?

A. That's correct.

Q So if the same product is available, bulk cheese
product, is available fromtwo different plants, you are not
going to pay nore for cheese fromone plant sinply because it
is further away, are you?

A No.

Q No. You will pay a price that represent, fromeither
| ocation, that represents the sane delivered cost to you; is
that correct?

A. That's correct.

Q And then when you further distribute fromthe

converter, cut, wap, shred plant, your custonmers go through a
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simlar process. |If they are |ooking for wapped consuner
cheese products, they will go through a process that neasures
the price you are offering against the price sone other
converter is offering, and they are not going to pay nore for
product from sonebody sinply because there is nore
transportation, they are | ooking for the | owest delivered cost;
Is that correct?

A. That's correct.

Q And when you, when Saputo receives mlk or bulk cheese
fromits own plants, the pricing source equation nay be a
little bit fuzzy, but ultinately, when it gets to the price
that whol esalers are willing to pay, it all conmes together so
that your plants, even though they go through your
distribution, is conpeting with cheese fromsone other plants
that go through a distribution to the buyer, the whol esal er
i ke Wal -Mart, Costco, Sysco, etcetera?

A. That's correct.

Q In California, at the California cheese nmaking plants
that Saputo operates, as | understand your answers to questions
from M. Beshore, you do process your own whey into whey
products; is that correct?

A. W do. W have one facility that has the capability of
drying product, which is where the potential for value is
added, and then we are congregating whey fromother plants into

that facility.
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Q Al right. Gkay. Wat whey products are produced

that whey -- is it a separate facility, first of all?

at

A, W produce WPC 80, dry whey, |lactose, and dry perneate.

Q Gkay. Just one WPC protein standardi zed product?

A. | believe in that plant we typically just do WPC 80, or

dry whey, and a limted amount of dry whey.

Q Gkay. And is that a that whey plant a plant that i
essentially separate fromyour cheese plant?

A It's attached.

Q It is attached. kay.

JUDCGE CLI FTON: M. Dryer, would you go back? You

S

nmentioned three products, and | didn't quite catch it. WPC 80,

and what were the other two?
MR. DRYER Dry whey -- dry sweet whey -- |actose,

L-A-CT-OS-E, and there's a | ot of nanes for the other

product. | called it dry perneate, deproteinized whey, there's

a nunber of names for it.

JUDCGE CLIFTON: Dry perneate or deproteinized whey?

MR DRYER  Correct.

JUDGE CLI FTON: Ckay. Thank you.
BY MR VETNE:

Q The whey processing facility, as | understand, as

understand, receives whey fromyour cheese plant at that
| ocation and receives whey from other sources.

A.  Fromother of our cheese plants.
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Q Fromyour other cheese plants?

A.  Right.

Q So you have a cheese plant that does not have a whey
processi ng?

A.  The whey may be processed to sone extent, but not to
the full extent.

Q Not processed to the extent of having sone water
removed?

A, Correct.

Q And then it is put in a truck and shipped to -- where
is the plant that --

A It isin Tulare.

Q In Tulare? Are both plants in Tul are?

A Wll, we have a nunber of plants, one in Los Angel es
area, one in Newran, California

Q At which --

A.  Are shipping whey.

Q So a cheese product is produced, there is no whey
processing facility at those locations that nake a comercia
whey product, so whey, or water-reduced whey, is transferred

all to Turlock; is that correct?

A To Tulare.

Q Tulare.

A Tulare.

Q Gkay. So your cost to nmake whey products includes the
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cost of transporting bul k whey froma cheese plant that doesn't
make commerci al whey products, to a whey plant that does make
comrerci al whey products; is that correct?

A. That's correct.

Q Does your whey, commercial whey product plant, receive
whey from any ot her cheese makers other than the Saputo plants?

A No.

Q Are there plants in California of which you are aware
that do receive bul k whey fromcheese plants in converted into
product s?

A, Yes.

Q M. Beshore read you a little bit of |egislative
history on the Agricultural Marketing Agreenent Act and when it
was created, and described a report that said the Congressiona
obj ective was to raise producer prices. Do you recall that
exchange?

A Yes.

Q And does your review of the history, is it such that
you are aware that the problemback in the '20's and '30's was
that there was a glut, an overabundance, of a |ot of
agricul tural products producing |ow prices?

A I'mnot aware.

Q You are not aware. (Ckay. Is it not true in your
experience, however, that low prices for mlk and other

commodities are frequently the result of an overabundance of
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that commodity searching for a market?

A.  Absolutely.

Q Can you conceive of any circunstance in which the
solution to low prices in that case, was to raise prices? Wat
woul d that do to the overabundance?

A. That's what | was referring to in ny testinony, that
woul d be disorderly.

Q Thank you very nuch

JUDCGE CLIFTON: M. Dryer, on page 4 of your testinony, you
refer to a whey protein concentrate that contains 34 percent
protein, and that's a WPC 347

MR DRYER  Correct.

JUDGE CLI FTON:  And then you nentioned that one of your
pl ants makes a WPC 80.

MR. DRYER That's right.

JUDGE CLIFTON: And that's an 80 percent protein
concentrate?

MR, DRYER That's right. It refers to the concentration
of the level of protein in the finished product. So 34, nore
or less mmcs mlk. MIk is about that percentage of protein.
And 80 is a nore refined, higher value product, typically.

JUDGE CLI FTON: So does it always cost nore to produce a
hi gher protein value of whey or a higher protein concentrate of
whey?

MR. DRYER Yes, because the yield of product, resulting
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product that you get, is much lower. So you get |ess product
to sell, and the value is higher, the cost per unit is higher.

JUDGE CLI FTON:  Now, you used some words when M. Beshore
was asking you about having to pay nore, that is, the cost is
hi gher than the val ue of whey in some circunstances. Could you
explain that to me? Wat are you tal king about?

MR DRYER In the mlk price fornula for both USDA and
California, there's a factor and an elenent that's tied to the
val ue of dry whey. And there are times when the value that you
are paying in the mlk is higher than what you can recover in
the market for the actual product. |If you have even the
ability to produce the products, many cheese plants don't
recover any value fromwhey. But at tines |ike right now, the
worl d market is depressed, a | ot of our whey products are
exported, and the values are way down, and sonetinmes even bel ow
the cost to produce the product. And yet you are paying a
positive value in the price of mlk, so that's what | was
referring to.

JUDGE CLI FTON: What solution would you propose for that
probl enf?

MR. DRYER \Well, one thing we believe, and it's in the
docunent that you graciously allowed us to include, would be to
change the way that value is attributed in the cost of mlKk
The one that's based on the sale of liquid whey products as

sone relationship to the val ue of 34 percent whey protein
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concentrate. We think that's a nore realistic value and it
takes into account the fact that nost cheese plants don't enjoy
the benefit fromtheir whey that the mlk price fornula
assunes. So one of the things that we anticipate proposing is
that we | ook at changing, or at least for the California Oder,
if there is one, a different whey factor, calculate on a
different basis than what we have today.

JUDGE CLI FTON:  This may have nothing to do with that, but
| don't know. What is dry perneate?

MR. DRYER  \Wen you nake whey protein concentrate, there's
a filtration process that segregates the protein portion of the
whey fromthe renmaining portion. The renmaining portion is
primarily made of |actose. And so when you have a filtration
process, you have what's called a reten date, which is a
product you are trying to capture, and you have a perneate, a
product that is a byproduct nore or less. That product, at
times, has value, at other times is a cost. But it is
primarily a lactose product. So we refer to that as |actose
perneate or deproteinized whey.

JUDGE CLI FTON: Thank you. M. Vetne?
BY MR VETNE:

Q Thank you. You asked sone questions and | had a note
that | forgot one or two.

The transaction that we discussed a little bit for

Saputo, the transfer of whey, either bulk or some water-reduced
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to your whey plant, and the practice of other cheese plants
that don't make whey products, simlarly taking their whey
byproduct of cheese and selling it to a whey specialty plant
t hat makes products, aggregates whey froma | ot of sources.
Wuld it be that type of transaction froma cheese plant in
liquid formto a whey specialty plant, that that transaction
shoul d be the one that you suggest ought to be | ooked at as may
be a place, a transaction place, at which to fix a whey price
chargeabl e to the cheese plant, and the cheese plant chargeabl e
to producers for the mlk price?

A. | agree. And in the docunent that was provided by
W sconsin Cheese Makers Association, they basically get into
that issue, because the vast majority of their nenbers don't
realize much of any benefit fromwhey. And as a consequence,
t hose that have survived have had to switch to try to add nore
value to their basic cheese products. So nore than 75 percent
of the plants in Wsconsin now nake a specialty cheese, and
probably almost all of the plants make sone kind of added val ue
cheese and they need creativity and innovation and extra
marketing to acconplish that. But instead of being able to
keep the fruits of those efforts, they are forced to pay it in
the cost of mlk for a product that they don't produce in the
form of whey.

Q So there are a nunber of plants in the country that

specialize in receiving whey byproduct fromcheese plants, and
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converting that whey byproduct to whey products, correct?

A. Correct.

Q And those transactions fromthe cheese plant to the
whey plant produce a price that can be surveyed and an average
price obtained that produces a value of the whey factor of
cheese, correct?

A. Correct.

Q And the plant that receives the whey, in turn, can then
respond to the marketplace, and whey, and make whey protein
concentrates, dry whey, whatever, whatever the marketplace
demands at that particular period of tine, w thout tying the
whey val ue attributable to cheese plants to a particul ar
product, correct? Because those products vary.

A. Correct. |If you just surveyed absolute price per unit
of solids, | guess you could.

Q And M. Beshore asked you sone questions about, you
know, what do you do if the price in California goes up and you
think it's not good for you to receive all that mlk. Well
l et me ask you a question about that.

The plants that you have purchased, | assume, worked on
approved, maintained in California, at some cost, correct?

A. Correct.

Q In your business plan, you have some investnent-backed
expectati on of being able to produce cheese, operating those

plants at a certain level of efficiency; is that correct?
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A Absolutely.

Q Absolutely. So that, and al though you m ght decide to
buy half the mlk in the future, if prices are bad for naking
cheese, if you retain just half the mlk, what does that do to
your per unit cost, your conpetitiveness, and your
i nvest ment - backed expectation?

A, That's -- that's a termnal decision. In other words,
if you make the decision not to supply your custoners at sone
moment in time, you are basically out of business then going
forward.

Q Thank you.

JUDGE CLI FTON:  Wo next has questions for M. Dryer?

CROSS- EXAM NATI ON
BY MR VANDENHEUVEL:
Q Rob Vandenheuvel, M1k Producers Council.
Good norning, M. Dryer.

A.  Good norni ng.

Q So, first off, | guess | should warn you, you'll
probably get an invoice for the royalties due to nmy Chairnan
for using his colum froma few years back. It was pulled off
the website and we'll confirmthat.

Your commentary, or the part of your testinony that
starts on page 5 on Exhibit 91 is where you include these
statenents fromthe M|k Producers Council Newsletter, a colum

specifically by our Chairman M. Vander Dussen, but there was
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no real closing cooments at the end of the quote, where it ends
on page 6. So | guess ny question is, what were you trying to
convey by including these in your testinony?

A. | was, | guess trying to portray the reason perhaps
that mlIk prices tend to be lower in California than in other
regions of the country, and relates to the supply and denand
bal ance in California. And nost of these comments are talking
about supply and the excessive supply, or the denmand that
exists, and the difficulty co-ops have in negotiating higher
prices as a result of that.

Q So notwi thstanding the conmunication that producers
have anongst oursel ves of how we can better, do a better job of
managi ng our supplies to neet the avail abl e demand, Saputo did
not have any periods of tine during this OA period where they
couldn't find a mlk supply; is that correct?

A. Correct.

Q Soin ternms of whatever, the producers were discussing
there was an adequate mlk supply for your plant at a
contracted price?

A, Absolutely. And | would say, | would give a conplinent
to the co-ops in California for providing excellent service and
maki ng sure we al ways have the mlk we need.

Q They do -- the cost of balancing that the co-ops do is
a valuabl e service that you woul d have?

A, Yes.

4311

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOLUME XXII 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

Q And would you -- would you admt that the Federal Order
system and by the same token, the California system are not
designed, at least there's no |anguage in statute that says
they are designed to limt production to make sure that we
never produce nore mlk than is demanded?

A, I'mnot aware of that being the case.

Q You are not aware of any statute that states that --

A.  That says -- no.

Q Let me go to page 17 of your Exhibit 91. M. Beshore
has talked a little bit about this with regard to the bullet
point itenms there that, where -- where you are making clains
that certain issues are fal se based on the facts you put
together in your testinony. |Is that your explanation of that
page?

A.  Yes. That they, those assertions weren't supported by
the fact.

Q | wuld like to go through just a couple of those, if
we coul d.

The third bullet point you state that "the argument
that California mlk production is declining because of cows,
because cows are leaving the state is false.” You were here
yesterday during my cross-exam nation of Dr. Schiek where we
di scussed the reliability of the production nunbers that USDA
had and that those are very reliable figures? Do you recal

t hat ?

4312

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOLUME XXII 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 | do.

Q And that the estimated cow nunbers in the national herd
or the state herd in California, are based on a sonmewhat |ess
reliable survey with a certain sanple size limtation?

A | would say that | rely heavily on the information that
USDA provides, and | would give credit to USDA. | think it is
one of the finest things they do for the industry is the
quality of information. And | look at it and use it everyday,
and | don't differentiate that this is going to be relied on
and that can't be relied on. |f soneone were to show nme a
better source, | mght consider it. But at this point, | think
USDA information is fantastic.

Q Well, and you understand this is not a critique of
USDA, but rather a statement about the limtations of having,
the difference in the reliability of the figure where there is
a report where they track for checkoffs and production, very
reliable, whereas you are relying on surveys, it is a
difference in reliability, regardless of who is doing that?

A Right. But it is all thereis, sothat's all I can
base ny concl usi ons on.

Q But the use of the word "false" there, a very
definitive word. Wat you are saying is, we do have
limtation --

A.  Based on those facts.

Q ~-- based on the --
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A. That's correct. O the chart | concluded show cow
nunbers being pretty flat.

Q And I'Il try to slow down because | think we are
starting to talk over each other.

The next statement in your, or the next bullet in that
docurnent, "the argunment that producers in other parts of the
country have caught up to California production proficiency is
fal se. "

What you are saying there is that if anyone's nade the
argunent that all producers in the U S. have caught up to
California's production proficiencies, that's false. 1Is
that --

A. | heard a producer here testify early on in the
proceedi ng, that producers in the rest of the country have
caught up to us and we no |onger have an advantage, so it was
kind of in response to that testinony.

Q (Ckay. But you would -- you would agree that -- and
what you are saying there is that you woul d agree that some
producers in the United States have adopted the econom es of
scale and large efficiencies of the California dairy, but not
all of then®

A. Totally agree. But the chart | put up showed 1200 cows
per herd in California versus 200 or less in the rest of the
country. That's still the case.

Q That table that you included in the chart was Iimted
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to just the dairies with 500 or nore herds, correct?

A, Yes, there are other states that have | arge herd
numbers. Correct. But snaller numbers of farns.

Q kay. The next bullet, "the argument that California
producers have not been listened to is false."

Do you see that?

A Yes.

Q Let me ask, if you go to your boss and ask for what you
believe is a nerit-based raise seven tinmes, and he says no
seven times, do you feel you have been |istened to?

A | think I would be |ooking for a new boss.

Q | think I'lIl leave that one right there.

The next bullet, "the argunent that depooling does not
benefit FMMO buyers is false."
Do you see that bullet?

A Yes.

Q Wuld you agree that depooling, to the extent that it
occurs in the Federal Orders, can be done by either a
Cooperative or a proprietary processor, whoever is the handler
in that transaction?

A Yes.

Q And that when that depooling is done by a
producer - owned cooperative, while it has an inpact on the pool,
it's producers that benefit fromthat decision?

A, Yes.
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Q The producers of that co-op, that is, that benefit from
t he deci sion?

A Yes.

Q And when it's done by a proprietary plant, while it may
benefit them it is done to the detriment of pool producers in
that Order?

A.  That depends totally on what the plant chooses to pay.

Q Wll, that plant is paying their own direct suppliers,
but what my question is, do you agree that when depooling is
done by a proprietary plant acting as a handl er, that that
depool ing has a detrinmental inpact on the pool producers that
are not selling to that plant?

A.  Agreed, yes.

Q The next bullet, "the argunent that California cheese
pl ants can afford to pay the sane price as those in the M dwest
is false," and then you go on and tal k about sone of the costs
of transporting and doing business in California.

Do you see that?

A Yes.

Q You do realize that between California and Wsconsin
there are other states that operate in Federal Orders, such as

Arizona, Oregon, Washington, that also are subject to sane

Cass IIl price in the Federal O ders?
A, Yes.
Q And those plants do, | nean, those Orders do include
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pl ants that manufacture cheese and purchase mlk for the use in
cheese and whey?
A.  Yes.

Q The next page, page 18, the first bullet.

A. | had the opportunity to depool or buy m Ik outside the
pool .

Q I'msorry, what's that?

A. | said those plants had the opportunity to depool or

buy m |k outside the pool, whereas what you are proposing in
California would not allow for that.

Q Well, I, if you, what | was bringing to your attention
was a statenment that "the argunent that cheese California
cheese plants can afford to pay the sane price as those in the
Mdwest is false." And so | was nerely asking if you were
aware of other Federal Oder areas near, closer to California
than the Mdwest, and you said that you are aware of Arizona,
states |like Arizona, Oegon, and Washi ngton?

A I'maware, but |I don't know what they pay relative to
the M dwest.

Q On page 18, the first bullet, "the inference that
California producers, under the California system nake |ess
net income than their western counterparts is false."

That claimin your testinmony is based on sone of the
accounting data, | presune, that you include from Genske,

Mul der, and Frazer, LLP?
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A R ght.

Q To the extent that California producers, and | think
that there has been other testinony in this hearing that
California producers have struggled relative to some of our
nei ghboring states, but to the extent that we woul d agree that
Cal i fornia producers have been able to find efficiencies, do
you believe that entitles California s cheese plants to a | ower
regul ated mnimumprice than other regions of the country?

A. |1 don't think the regulated price should set the mlk
price, | think supply and denmand shoul d set the mlk price, |
believe, in the free market.

Q So producers' success in finding economes of scale,
finding ways to produce mlk nore efficiently, you are not
testifying today that that somehow entitles our cheese
manuf acturers, and our manufacture in general, to buying, to
the ability to buy mlk cheaper than anywhere el se?

A. | think that supply and demand establishes the val ue of
the mlk, and if a farmer is nore efficient he'll make nore
noney than his neighbor that's not as efficient as him

Q The next bullet, "the idea that nmega cheese plants
consum ng oceans of mlk can conpete on a mlk price with
specialty plants buying snmall volunmes of mlk is false." |Is
there any official definition of "oceans of m|k"?

A, This is kind of literary license only.

Q | was just trying to get a picture.
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A I'mtrying to paint a picture.

Q Mght these oceans of mlk equate to the three plants
that we were tal king about --

A, \Wen you are talking 10 or 15 mllion pounds of mlk a
day at a plant, to me that's an ocean of mlk.

Q And it's been established through your
cross-examnation with M. Beshore, that those plants do have,
al | have whey processing facilities, those three plants that --

A Yes.

Q -- and the specialty plants that buy small vol umes of
m | k, does Saputo operate any of those, any plants in
California that would be classified as a snall plant buying, a
specialty plant buying small volumes of m|k?

A. Everything is relative, what's a small plant in
California mght be a mediumto large plant in Wsconsin, so |
don't know what the definition of that is.

Q Gkay. But it was your characterization. There's the
ocean and then there's a specialty plant, so | --

A, I'mtalking about Wsconsin-type plants, so these are
smal | i sh, you know, by California standards. Very snall
pl ants.

Q These plants --

A, \Wen you are responsible for selling pounds of cheese,
it's easier to get a high price thanit is if you are

responsible for selling a mllion pounds of cheese.
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Q Specialty plants that are buying small volumes of mlk
whet her Saputo fits that category or not, are they typically
maki ng val ue-added products above, that carry a higher narket
price than cheddar cheese?

A | would say so, yes.

Q Wen they buy their mlk fromtheir buyer, and they
base it on a regulated m ninum price, and whatever service
charges there are, and other prem uns, over prem uns, do they
have a hi gher regul ated m ni num price based on the type of
cheese that they are making versus sane regulated mlk price
based on --

A, No, as | said before, as a matter of survival, they had
to extract that value to be able to afford to pay for the whey
val ue that they weren't achieving.

Q And the additional values that they are able to create
above the regulated mninmum the regulated prices that are
based on cheddar and dry whey, any value fromthe nmarketpl ace
above and beyond that they don't have to share in the pool
correct?

A Unless it is in the formof prem uns.

Q That's not shared with the pool, correct?

A. Correct.

Q The last bullet on page 18, "the notion that
California's mlk production will decline to the point it

cannot supply the fluid market is false.” Just one clarifying
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question. Your plants, the plants operated by Saputo in
California are not fluid plants, correct?

A Wll, Saputo Dairy Foods, a sister conpany, nakes a
nunber of different higher class products, including little bit
of Cass | product.

Q The plants that M. Beshore had identified with you on
Saputo USA or Saputo Cheese USA, those are cheese plants?

A. Correct.

Q So you're not, this bullet assunes that the only
concern you have is making sure that your fluid plant
col | eagues have a supply of mlk, you are not concerned about
your own plant supply of mlk?

A, I'mvery concerned, but the point is, ny understandi ng
is that orderly marketing requires that the food market is
serviced. And again in earlier testinony | heard a producer
say that there was a realistic possibility that mlk supply
could decline to the point where that wasn't being taken care
of. And I -- | would dispute that. | nean, there's so much
mlk that it is -- M. Schiek, Dr. Schiek put up a chart
showi ng how nuch fluid ml|k demand, how what percentage of the
total mlk supply that is, and it is so small conpared to the
total mlk supply. M point is that it is pretty unrealistic
to think the mlk supply would ever shrink that far.

Q And then the last bullet on page 19, "the argunment that

raising the 4b," | believe that neans the Cass 4b mlk price
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here in California, "by one or two dollars per hundredwei ght
w || discourage dairy farns fromconverting to al nonds, which
according to testinony, returns the equival ent of $40 per
hundr edwei ght is false.”

| may have mssed it. Was there any specific testinony
in this hearing or other hearings that testified that the goa
of this hearing is to stop the conversion of al monds?

A.  No, a producer early on in the testinony suggested that
there's a termfor those farms that convert over to al nonds
that it was a threat to mlk production in the state because of
the high value of alnonds. And he testified that it was worth
the equival ent of $40 a hundredweight. And the assunption
would be, if we raise the mlk price we could delay, or deter,
or defer, or stop that from happening. That was the
inmplication of the testinony, |I thought. It was ny
interpretation.

Q But you understand that the prices being proposed under
Proposal Number 1 are equal to the regulated mnimum prices
that exist in the other ten orders, not nearing $40 a
hundr edwei ght ?

A. Right. And to ne, they are not equal, because, again
you can't avoid the regulated price in California where in
every other Order you can.

Q Wll, the regulated mninumprices are equal. It's a

question of who that price applies to, is that what you are
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sayi ng?

A. The regulated price is the sane. The price you end up
having to pay nmay be different.

Q Gkay. That's all | have. Thank you

JUDGE CLIFTON: I'Il call on M. Richnond unless there are
ot her questions first. M. Richnond?
CROSS- EXAM NATI ON

BY MR Rl CHVOND

Q Bill R chnond, USDA

Thank you, M. Dryer, for your testinony. W really
appreciate it. You bring a very unique perspective to this
hearing, being a --
JUDGE CLI FTON: Let ne stop you. Can he point his

m crophone in a different direction to avoid that feedback?
| need you to be |oud enough.
BY MR RI CHMOND

Q W thank you, M. Dryer, for your testinony. You bring
a very uni que perspective to this hearing.

A. | heard you, you're wel cone.

Q So as a dairy product nanufacturer that operates in
both Federal O ders in California, and being a proprietary
conpany, we appreciate you being here.

One thing that really stuck out to us, page 16 of your
witten exhibit, bottom paragraph it says, "Cooperative

organi zations produce a vast mgjority of mlk in the state --"
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JUDGE CLIFTON: |I'mnot hearing you |oud enough. Ckay.
BY MR RI CHVOND:

Q "They have nore than enough bargai ni ng power to
negotiate prices with the customers that are reflective of the
mar ket conditions that exist in California."

And you nention that you pay above the m ni mum prices
in California, so you pay premuns. You also testified that
you pay premuns for mlk in Wsconsin. Wuld you be willing
to perhaps describe the process by which prem umthat,
prem ums, the |evel that prem uns, describe to us kind of how a
negoti ati on perhaps occurs?

A, You know, it's just a, we buy mlk in the California.
Two of the larger cooperatives, and it is a matter of sitting
down and negotiating a price based on the buyer of mlk, and
their, it is like any negotiation, you agree on a vol ume and
whet her you are going to take it on a level daily basis, and
basically arrive at a price that's relative to the m ni num
regul ated price.

Q Ckay. And so --

A.  Because that's the given, you have to pay at |east the
m ni mum

Q Rght. Gkay. And so because the cooperatives have
such bargaining power in California, they are able to arrive at
a premumlevel with you?

A, Well, surprisingly, it is alnmost |ike, rem nds ne of
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the airlines. Because the -- there's three main cooperatives
in California and they are all responsible for noving a | ot of
mlk. So they are all fearful of losing outlets for their
mlk, so they are not as aggressive as you woul d expect on
rai sing prices because they are fearful of losing a custoner.
So they, the three conbined are 80 percent of the mlk, and yet
they don't exert that power against the buyers of m |k as nuch
as you m ght expect because of the obligation to nove all of
that mlk. So | mean, it is a fair negotiation | guess is what
| was saying.

Q Thank you. We appreciate it. To revisit the
di scussion on depooling a little bit. Just so everyone's
clear, dairy farners here in California may not conpletely
understand what the termdepooling, in fact, is.

Can you just wal k us through the decision that Saputo
has to decide on in a typical Federal Order for a nonth, and
how t he decision as to whether or not mlk is going to be
pool ed or not occurs?

A, Yeah. | nean, it is, in our particular conpany in our
i nstance, we have a large custoner base, so in npst cases we
| ock in arrangements for mlk so our opportunities for
depooling are sonewhat limted. So we don't engage in
depooling very often at all in our conpany. But we do
occasi onal | y take advantage of buying m |k from Cooperatives at

bel ow cl ass prices, that's sonmething that we have sone
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experience with. So it's not really depooling, per se, but you
woul d depool in an instance where you woul d benefit by not
having to, you know, pay in noney to the pool that you woul dn't
ot herwi se have to pay if you were in the pool. That's the
benefit of depooling.

Now, whet her you keep that nmoney or share it with the
producers, that depends on the conpetitive conditions, you
know. In sonme instances in the Mdwest, people may depool, and
then they give the noney to their farners rather than pay it
into the pool and share it anong all farnmers.

Q Sois it a fair characterization to say that in, there
are certain anounts that Saputo may pool mlk, that the direct
suppliers of mlk to Saputo may, in fact, receive the sane
price that they had been receiving all along, or would they,
per haps, receive the | ower price?

A.  Yeah, you know, | can't recall the last tine we
depool ed m | k.

Q Ckay.

A So |l nean, it's not -- it is not sonething that we
commonl y do.

Q That's fine. | think that's all we have. Appreciate
it very much. Thank you.

A. Just to clarify, we do buy mlk at under class prices,
occasi onal | y.

Q Thank you.
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CROSS- EXAM NATI ON

BY MR HILL:

Q Brian HII.

Just a real quick point of clarification. Can you

pl ease | ook at page 7 where you have a chart? 1'mgoing to ask
you about the chart. Just a point of clarification. This
chart is only trying to show the cows per |icensed dairy herd;
Is that correct?

A, That's correct.

Q It's not making any characterization or representations
of mllions of pounds being produced by cows?

A No.

Q If you look at the Y axis, the vertical axis, it does

say mllions pounds per farm is that just incorrect?

A.  That's incorrect.

Q Gkay. So what --

A. | should have had you proofread ny docunment for ne.

Q Wat do you want that to say?

A.  That is cows per herd.

Q Ckay.

A.  Cows per |icensed herd.

Q Gkay. | just wanted to make sure.

A. | appreciate that -- not the enbarrassnent, but the
correction.

JUDGE CLIFTON: So let us make that change. And thank you
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so nuch, M. Hll. | read that over there and | thought it
nmeant what it said, so | would have been msled by that.

Ms. Elliott, do you see on page 7, the vertical axis on
the chart?

M5. ELLIOIT: Yes.

JUDCGE CLIFTON: WI Il you strike the words there that say,
mllion pounds per farnf

M5. ELLIOIT: kay.

JUDGE CLIFTON:  And would you just wite in simlar
fashion, it will be outside the margin of the docunent, but
what is shown as the title of it, cows per licensed dairy herd.

M5. ELLIOIT: kay.

JUDGE CLIFTON: So you are just repeating what the title of
it is. But since we have stricken words, | think we shoul d
repeat the words that are the title.

M5. ELLIOIT: kay.

JUDGE CLI FTON: Cows per licensed dairy herd. Now, before
we have redirect, | would invite any additional questions.

M. Beshore?
CROSS- EXAM NATI ON
BY MR BESHORE:
Q Marvin Beshore. A couple of follow ups, M. Dryer, to
questions fromothers and fromnyself, too.
Let ne show you a document that |I'mgoing to ask -- ask

to be marked wwth the next consecutive number, if we could,
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your Honor.

JUDGE CLIFTON: Let us do that. M. Elliott, I'mthinking
this would be Exhibit 96; is that correct?

MS. ELLIOIT: That's correct.

JUDCGE CLIFTON: And | have had a request for a break. So,
don't leave until you have gotten your copy of 96, and then you
may start your break. It's approximately, it is alnost 10:40,
so please be back and ready to go at 10:55. 10:55.

(Wher eupon, a break was taken.)

JUDGE CLI FTON: We're back on record at 10:56. Has
everyone got a copy of Exhibit 96? If you do not, raise your
hand. |t appears no hands are raised. M. Beshore, you may
pr oceed.

BY MR BESHORE:
Q Thank you, your Honor
And do you have Exhibit 96, M. Dryer?

A Yes, | do.

Q And that's the exhibit, the information that you
referred to in your prepared statenent about the three |argest
pl ants, etcetera?

A Yes.

Q Ddyou--1 think you testified in response to
questions from M. Vetne perhaps, that there are some plants
that process whey in California which purchase concentrated,

whey concentrate, liquid whey fromother plants. Did I
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understand that right?

A Yes.

Q kay. Does Saputo, is Saputo one of those?

A No.

Q But there are -- do you know how many there mght be in
California? How many plants?

A. | can't say how many. | don't think it's a huge nunber
I think it is nmore difficult to sell liquid whey in California
than ot her regions, but there -- there are sone.

Q Mre than one?

A. | think nore than one.

Q Ckay.

A I'mfamliar wth one.

Q kay. You are famliar with anynore than one?

A |1 think there's nore than one, I'mfamliar with one.

Q Gkay. So when we |ook at Exhibit 96, we could -- we

woul d know that the plants, the small plants which do not

process their own whey, have sonme outlets available within the

state to, if they choose, to sell the liquid whey?

A

o > O > O

In the formof whole whey, correct.

In the formof whole whey, you nean --
Non- concentr at ed.

Not concentr at ed.

O di spose of.

What ?
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A If they can't find an outlet for their whey, they woul d
have to, they would be faced with disposing of it.

Q Yeah, | understand. But there are sone outlets, sone
outlets for plants that don't have their own processing plants.

A. | don't know how many outlets there are for single
strength, whol e whey, unconcentrated whey. There are outlets
for ROd and UF d whey that have gone through some degree of

concentration.

Q Ckay.

A I'mnot famliar with other outlets.
Q Ckay. RO being reverse osnosis?

A. Correct.

Q And UF being ultrafiltrated?

A, Correct.

Q And those are technol ogies that are | ess expensive than
evaporators, for instance?

A, Wen we get to the evaporators and dryers, then you are
tal king major capital investnent.

Q kay. But it is possible for snaller cheese processors
to invest in RO or UF equipnent, and concentrate sone of their
whey if they choose that --

A. Correct, if you think $4 or $500,000 is small.

Q Ckay. That's the cost of what UF or RO equi pnent --

A. RO s sonewhere in that --

JUDGE CLIFTON:. M. Dryer, you are the guilty party here,
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begi nning to answer too soon.

MR DRYER  Sorry, your Honor.

JUDGE CLI FTON:  Thank you.

MR DRYER Did | answer too soon?

JUDGE CLI FTON:  Yes, tw ce.

BY MR BESHORE:

Q Wiat is the -- what did you nention as being the cost
of UF or RO equi pnent?

A | just said if, you know, we said that it is a small
investment, but it is hundreds of thousands of dollars. | was
throwi ng out nunbers, 3, 4, $500, 000.

Q Depending on --

A, The size of the --

JUDCGE CLIFTON: Do you want me to stand next to M. Beshore
wth a stop sign?

MR DRYER |I'msorry, your Honor, he signaled with his
hand and | thought that was asking for nme to say sonet hing.

JUDGE CLIFTON:  No, no, his hands are part of his
expression of the question.

MR, BESHORE: Should | keep ny hands on the podi unf

MR. DRYER He | ooks Italian.

MR BESHORE: |'msorry.

BY MR BESHORE:
Q | don't know whether we got that answer or not. Ckay.

W got it.
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Ckay. Just a couple other things on whey. |In the
Federal Order whey formula, it's true, is it not, that it can
go negative?

A, That's correct.

Q Ckay. So that -- and by that we nmean that in sone
cases that it's happened, the contribution of whey, of the
value of whey in dass IIl, in the mninmmcheese price in
Federal Orders is actually a negative anount, correct?

A That coul d happen

Q Well, it has happened?

A. It has happened.

Q In fact, during 2008, '09, there was six, eight nonths
when it was negative consistently for those periods of tine,
correct?

A, Correct.

Q Gkay. And presently, it's, the value is very, very
mnimal on the positive side, correct?

A. Correct. The make allowance is just a hair under 20
cents, so if the cost falls below 20 cents, it is negative.

Q Ckay. That's a formula that works pretty well in terns
of reflecting the value, wouldn't you agree?

A. Historically, but in recent times the value of whey has
vastly exceeded the nake allowance and it puts pressure on
plants to be able to afford a price.

Q By that you just find -- when the whey value is up and
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therefore, it is generating a positive value, but on the buy
side, you don't like it that way so nuch.

A. If you |l ook at ny document that you objected to, only
six percent of the plants in the country make dry whey of the
cheese plants. So nost of the plants are making other products
and the relationship between products is not consistent.

Q Ckay. So let's just talk about that a little bit. If
you are going to use -- okay. So when you use product prices
to generate mnimummlk prices in the Federal Order system or
in California State Order system you need various factors to
get fromproduct price to mlk price, correct?

A. Correct.

Q kay. You need, first of all, information about what
the product price is, correct?

A, Correct.

Q And you know, for these various whey products, that's
various non-dry whey products, that's basically, there's not
much out there, true?

A True. | liked M. Vetne's idea about surveying prices.
| thought that was interesting.

Q Rght. That's not being done now?

A No.

Q Ckay. And if you were doing, if just a follow through
on M. Vetne's idea, okay? |If you were surveying those prices,

hypothetically -- we're not -- but if you did, if you surveyed
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those prices into that plant that then has the choice of making
all these nultiple different products, what would, what yield
factor would you use? By the way, yield factor is another
thing you need to get froma survey product price to a producer
price, you need -- that was a -- you were noddi ng
affirmatively?

A I'mwaiting. Are you -- | don't want to violate ny
junping in too soon.

Q Thank you. To get from-- let's just go through the
whol e thing, then. To get from product price to producer
mnimmmlk price, you need the product price information, you
need a yield factor, and you need a nake al |l owance, correct?

A.  The way the system works today, yes.

Q Ckay. And when you are, in M. Vetne's hypothetical
you are selling to sonebody that can nake it into the, whatever
product the market, that works best for the market as he
hypot hesi zed, how do you know what the yield factor is or the
make al | owance?

A, Because if M. Vetne's idea were enployed, in the mlk
formul a you have, on USDA side, 5.9 pounds of whey solids, and
you and val ue those at the survey prices being received for
whey prices, so you don't need yield factors, or make
al  onances or any of those conplications.

Q Just take the gross price, you would be satisfied to

work it that way?
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A. Is the survey price of what whey solids are being
traded for in the market, in liquid formor whatever form

Q Gkay. That would be one way --

A, It is anintriguing thought, that's all.

Q =-- oneway to do it. GCkay. Do you, do you export
products fromthe processi ng manufactured in California?

A Yes.

Q Do you care to tell us what percentage or range of
California production is exported?

A, No.

Q In response to a question fromM. R chrmond, | think

you indicated, | just want to be clear, that in nost of your

negoti ated contracts wth Cooperatives, the terns include and
setting aside price, the terns include volunes of agreed
purchases and sal es, correct?

A. Correct.

Q Gkay. And delivery schedul es?

A, Yes.

Q Ckay. Price, of course?

A, Yes.

Q Quality stipulations?

A Yes.

Q Are there other conponents to those negoti ated
contracts that |'m m ssing?

A | don't think so.
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Q Ckay. And you said that, in response perhaps to
M. Ri chnond or soneone el se, that you do, at sonme Saputo
pl ants, purchase mlk for |ess than class price.
A. Correct.
Q Now, those, of course, those purchases are not through
any of your negotiated contracts, correct?
Correct.

They are off the spot market?

> O >

Correct.

Q Ckay. So what percentage of your mlk outside of
California, the Wsconsin plants, what percentage of your mlk
supply in those plants is purchased on the spot market as
opposed to from your independent producers or under Cooperative
contracts?

A. | can't disclose that.

Q Can you give us sone idea of the -- it is in the single
digits of percentages?

A | can't coment on that.

Q You can't conment at all?

A It's -- it is not in the public domain.

Q That | understand, but isn't it correct, isn't it true
that the great mpjority of your mlk is purchased under
negoti ated contracts with Cooperatives and/or directly from
i ndependent dairy farners?

A, I'mnot confortable answering that given the directives
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that | received about public infornation.

Q Gkay. Can you -- can you talk about the average price
under class that you experience when you purchase spot sales in
the distressed market?

A As | did with mailbox mlk prices, I would point you to
industry information, and the best source for that that | know
of is Dairy Market News that reports on those sal es.

Q Gkay. M. Vetne asked you about acquiring a product at
your distribution centers. Do you recall that?

A Yes, | do.

Q Ckay. And you said you sometinmes acquire products from
ot her than Saputo sources. D d you -- did | understand you
correctly or not?

A |1 think that's mxed a little bit. | think he was
asking if, you know, packaging or processing facility, if we
acquire a product to utilize wth our own product, and | said
yes. He didn't ask whether we were receiving finished product
at a distribution center, to ny recollection.

Q kay. So your distribution centers, it is all Saputo

branded?

A Wll, no. W -- we distribute other cheese conpanies
products as well, so, yeah, | guess. But he didn't ask ne
t hat .

Q But those are what, cheeses you don't nake yoursel ves,

correct?
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A, Correct.
Q I think that's all | have. Thank you very nuch
M. Dryer.

JUDGE CLI FTON: M. Beshore, stay, thank you. Do you,

M. Beshore, intend to introduce into evidence the three
exhibits that you had himidentify?

MR BESHORE: | do. | would so nove.

JUDGE CLIFTON: Al right. Let's deal with that now and we
can see if there's any objection. Let ne start with
Exhibit 94. Exhibit 94 is the Saputo map and |ist of
distribution centers and plants. Does anyone w sh to ask
M. Dryer any questions about Exhibit 94 before determ ning
whet her you have any objections to it being admtted? No one.
Are there any objections to the adm ssion into evidence of
Exhibit 94? There are none. Exhibit 94 is admtted into
evi dence.

(Thereafter, Exhibit Nunber 94
was received into evidence.)

JUDGE CLI FTON: Exhibit 95 is the graph show ng Saputo
plants in Wsconsin and county producer pay price prem uns, and
the source is indicated at the bottom Does anyone wi sh to
question M. Dryer before determ ning whether you have any
objection for the adm ssion into evidence of Exhibit 95? No
one. |Is there any objection to the adm ssion into evidence of

Exhi bit 95? There are none. Exhibit 95 is admtted into
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evi dence.
(Thereafter, Exhibit Nunber 95 was
received into evidence.)

JUDGE CLIFTON:. Wth regard to Exhibit 96, which is the one
we just |ooked at, does anyone wish to question M. Dryer about
this docunent before determ ning whether you object? No one.
I's there any objection to the adm ssion into evidence of
Exhibit 96? There are none. Exhibit 96 is admtted into
evi dence.

(Thereafter, Exhibit Nunber 96 was
received into evidence.)

JUDGE CLIFTON: M. Beshore?

MR, BESHORE: Your Honor, I'msorry. | -- | went back to
ny desk and | ooked at ny notes. | forgot one question for
M. Dryer, if | mght.

BY MR BESHORE:

Q In California, do you, does Saputo supply information
to AVS for the NDPSR reports?

A Yes.

Q Thank you.

JUDGE CLI FTON: Redirect?

REDI RECT EXAM NATI ON

BY MR ENGLI SH.

Q Thank you, your Honor. Chip English

Let me start a little bit, not where that question was,
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where the others were, and just make something clear for the
record. Wen you said that you had instructions from higher up
about what you could testify about, you were referring to the
obligations that you, as an enpl oyee, have regarding the kinds
of statements that a public conpany can nake outside of the
statements it nakes regul ated by the Securities and Exchange
Commi ssion; is that correct?

A. That's correct.

Q So, for instance, there is, since 2000 and the passage
of Sarbanes and Oxley in 2002, that is SARBANE-S,
O X-L-E-Y -- significant and severe restrictions, literally
crimnal rules with respect to what you could be permtted to
say, correct?

A. That's correct.

Q Ckay. Soit's not a natter of choice, you are not
telling M. Beshore, "I choose not to tell you," you are
sayi ng, "because of the selective disclosure rules that cane
about in 2000 regulations, and their further enforcenent 