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VEDNESDAY, NOVEMBER 4, 2015 - - MORNI NG SESSI ON

JUDGE CLI FTON: W're back on record on Novenber 4, 2015.
It is a Wednesday. It is approxinmately 9:00 in the norning.
W are in Covis, California, and this is Day 30 of this mlKk
heari ng.

My name is Jill Cifton. I1'mthe United States
Adm ni strative Law Judge who has been assigned to take in the
evidence at this hearing. The evidence consists of the
testinony and the exhibits. W have, in the 30 days,
accunul ated so far, | believe, 132 exhibits, and nmuch excellent
testi nony.

| would Iike now to take appearances of those regul ar
participants in the hearing, beginning with ny fell ow USDA
enpl oyees.

MR HLL: Good norning, my nane is Brian HIl, B-RI-A-N
Hl-L-L, I'man Attorney with the Ofice of the General Counsel
Mar keting, Regul atory, and Food Safety Prograns Division.

MR. CARMAN.  Good norning, Cifford Carman, CGA-R-MA-N,
Assistant to the Deputy Adm nistrator, Dairy Prograns
Agricul tural Mrketing Service, USDA

M5. TAYLOR  Good norning, Erin Taylor, T-AY-L-OR,

Mar keting Specialist with Dairy Program

MS. MAY: Good norning, Laurel My, with USDA AVS
Dai ry Program

M5. FRISIUS: Good norning, Meredith Frisius,
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F-R1-S1-US, with USDA Dairy Program

MR. SVENSON:. Good norning, Virgil Swenson, V-1-R-GI-L,

SWE-NS-ON, Assistant Market Adm nistrator for the

Central Federal Order in Kansas Cty, and here on detail wth

USDA AMS Dai ry Program

MR, SCHAEFER. Henry Schaefer, HE-NRY, SCHA-E-F-

Agricul tural Econom st for the Upper M dwest Federal M|k

E-R

Mar keting Order Federal 30 on detail wth USDA Dairy Prograns.

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

an Attorney in the Ofice of the General Counsel.

[''m

MR, BESHORE: Good norning, Marvin Beshore, MA-RV-I-N,

B-E-SSHORE, counsel for the Proponents of Proposal Nunber 1,

California Dairies, Inc., Dairy Farmers of America, Inc.,

Land O Lakes, Inc.

and

MS. OLI VER THOWPSON: Good norning, Megan A iver Thonpson,

Megan is ME-G AN, |I'man Attorney with the |aw firm Hanson

Bridgett in San Francisco, HA-NS-ON, B-RI-DDGE-T-T, and

' m co-counsel for the proponents of Proposal Nunber 1.
MR VWEGNER  Thonas Wegner, T-HOMA-S, WE-GNE-R
Dairy Econom st with Land O Lakes.
MR JABLONSKI: Gary, GA-RY, J-A-B-L-ONSK-1,
Consultant with the Cooperatives of Proposal Nunber 1.

MR, ENGI SH  Good norning, your Honor, my nane is

['ma

Chip English, GHI-P, ENGL-1-SH I'mwth the [aw firm of

Davis, Wight, Tremaine, where | used to have an office in
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Washington DC. |'m here on behalf the Proponents of
Proposal 2, and | note that today is Day 30. Yesterday we
surpassed the Order 1, 2, and 4 hearing length from 1998
hearing of 28 days.

MS. VULIN. Ashley Wulin, AS-HL-EY, V-- as in Victor --
-UL-1-N, also an Attorney with Davis, Wight, Trenaine,
representing the Dairy Institute of California.

MR. SCH EK: Good norning, WIlliam Schiek, SSCGHI-E-K
Econom st for the Dairy Institute of California, and | would
just like to conment in response to M. English, it's not a
conpetition.

MR. DeJONG Good norning, Janes Dedong, De, J-ONG
Dairy Policy Econom c Analyst with Hilmar Cheese, dairy
farmer-owned manufacturer of cheese, whey, and mlk powder.

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

MR ZCOLIN.  Alan Zolin, A-L-A-N, Z-OL-1-N, representative
for H I mar Cheese.

MS. HANCOCK: Good norning, N cole Hancock with Stoe
Ri ves, representing the California Producer Handl ers
Associ ati on and Ponderosa Dairy.

MR VU  CGood norning, Bao Vu, that's B -- as in boy --
A-O last is V\u, V-- asin Victor -- U I'mwth the law firm
Stoel Rives, and we represent the California Producer Handlers
Associ ati on and Ponderosa Dairy. Thanks.

MR. VANDENHEUVEL: Good norning, Rob Vandenheuvel,
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V-A-NDE-NHE-UV-E-L, here with M|k Producers Council.
And sitting in the back, the volune seens a little bit

lighter today than it has been, so just a note.

JUDGE CLIFTON:. Would you like it alittle |louder? Yes?
All right. Let us increase the volume on the podiummc, and |
think mne as well. Yes. W're going to give a headache to
the USDA. Ckay. Still need to have it up a little. This is
better, | can tell already. Al right.

| would like nowto invite any other person who is

ei ther observing or participating who would |ike us to have the
proper spelling of your nane.

MR, STEPHENSON: M nane is Mark Stephenson, MA-R-K
ST-EP-HENSON I'mwth the University of Wsconsin

JUDGE CLI FTON: Thank you, Dr. Stephenson. All right. And
we have an observer that | would |like to have cone forward and
identify herself, if she would |ike to.

MS. SHEA: Just because you asked, your Honor.
Kelly Shea, K-E-L-L-Y, SHEA wth the Wite Wave Foods
Conpany.

JUDGE CLI FTON: Thank you. Al right. |Is there anyone
el se who would like to come forward? | see no others. Let us
go forward then, with announcenments and prelimnary issues.

MS. MAY: Laurel May with USDA. | found ny cheat sheets
now you get to hear the whol e thing.

Everybody's wel cone to testify. If you would like to
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testify, you may |let one of us know and we'll get you into the
l[ine up. If you would like to question any of the w tnesses,
you may do so by approaching the m crophone.

W are broadcasting via a |live audio feed which can be
found at www. ams. usda. gov/ | i ve.

The court reporter is recording official transcripts of
this hearing which will be avail abl e approxi mately two weeks
after the end of each hearing week, and you can al so access
these transcripts and exhibits at the AVS Dairy website.

We have copies of sone of the exhibits in the back in
those two file boxes on that table if you would like to help
yourself to those. And everyone is welcone to enjoy the
refreshments that we have in the back

Yesterday, at the end of the day, we had M. Zolin on
the stand, and | believe he was finished. And so this norning
| believe we're | ooking for Dr. Stephenson

As a reminder, we will be moving this hearing to the
Piccadilly Inn at the Airport next week, and we plan to work
t hrough Veterans' Day on Wednesday.

JUDGE CLIFTON: Yes, we'll work the whole week and
i ncl udi ng Veterans' Day.

All right. A couple of prelimnary matters that |
would like to nention. One is the docket nunber of the case
as it is known in the Hearing Uerk's Ofice in the United

States Departnment of Agriculture. |In brackets, capital [AQ
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docket number 15-0071. | would like to nention also that the
audio feed is available for anyone to record to use for your
own purposes. The USDA is not recording it, it's sent out via
a YouTube website, | believe, and it's not preserved anywhere
by USDA. There is a |local business that is maintaining a
website with those captured audi o feeds, Agribusiness
Publications. And so anyone is welconme to access their website
at www. nmy-dai ryman.comin order to listen to audio feeds from
prior sessions.

The exhi bits that have been posted to the USDA, let ne
back up. The exhibits that have been posted to the AMS
website, AMS is the first part of that website, not USDA, are
al so repeated on the ny-dairyman. com website.

Are there any other prelimnary matters, M. English?

MR. ENGLI SH: Good norni ng, your Honor, Chip English. A
coupl e things.

First, which has now becone standard, our sort of
expected schedule. And the Dairy Institute has one w tness
today, we hope, which is Sue Taylor, if she gets on
Dr. Stephenson is here but | don't want to claimhimas our
W tness since he has told us he's not appearing in favor of or
agai nst any proposal. It remains nmy viewthat that will take
the day, and if it doesn't, | apologize. | don't want to
endorse this person, but there are no known's, there are no

unknowns, and there are unknown unknowns. And those all
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enconpass peopl e who may have said they m ght show up, and
haven't. People who are here but their testinony is not ready,
and part of that's because | haven't had tine to review it at
all, but we're doing the best we can, and that is our
expectation for today.

| would like to, before | sit down, bring up one other
issue. And | appreciate the fact, your Honor, that you brought
up in response to some O ficial Notice questions yesterday,
your view about hard copies. And it may just be, |I'msure
that's what you said five or six weeks ago, | can't find notes
onit, but then | didn't look. But it didn't resonate with ne
the way it resonated at 3:45 this norning. And as it turns
out, M. Beshore and | have had conversation, and it turns out
M. Beshore was at |east thinking along simlar lines. 1'mnot
| ooking to resolve the issue today, and indeed | nentioned it
to you briefly procedurally off the record before we started,
but | do think that there's ways of |ooking at this maybe a
little differently that don't nean we don't kill a lot nore
trees. And so, for instance, there are Federal Register
docunments that are easily accessible, fixed in place and tine,
there are decisions of the Secretary, nost of which are the
Federal Register, and so | just want to raise the question of
maybe thinking about it a different way going forward, and we
m ght have proposal about that at a future day. So again,

just wanted to, so everybody have the opportunity know ng that
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that thought process is there and obviously we wel come ot her
input. But we're just concerned about nmaking the record with
all of that so big and burdensone for carrying it around, and
not to mention the cost of copying. And sone of this could be
that proponents of various proposals could get together at sone
poi nt and say, |ook, these are the ones we're going to take so
we don't show up with duplicate copies.

So anyway, |I'mnot trying to resolve the issue today,
and M. Beshore, you are certainly welcone to be heard, but I
just wanted to at |east raise the issue.

JUDGE CLI FTON: Thank you, M. English.
MR. BESHORE: Marvin Beshore.

Just real quickly, two things. | have been notified, |
believe there will be a producer tomorrow, expecting to testify
maybe right after lunch, so just for everybody's notes with
respect to that.

On an official notice, M. English and | have talked,
we have got sone, certainly some comon views on how these
docunents m ght be handled. | would add USDA publications to
the list of, to the category of Federal Register docunents as a
category of officially noticed and noticeabl e docunents which,
| think we really, well, | would certainly prefer that we not
need to reproduce for the record, and so | would ask at the
right time we'll ask that, you know, there be consideration

given to that. There may be sone ot her categories too, but
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those are the ones that come to mind, to begin with. And
certainly, | respect the thought behind your Honor's origina
indication that if there's something that's officially noticed,
it should be available conveniently, and it should be known,
and readily identifiable precisely to anyone using the record.
| mean, | think that's, to me, that's the nost, that's nost
inportant thing that everybody knows what it is and there's no
question about what it is. So, anyway, with that, 1'll stop.

JUDGE CLI FTON: Thank you, M. Beshore, | agree with you.
And after | said what | did about wanting copies of all the
officially noticed docunments, | renenbered that counsel have
al ready indicated that they would expect USDA to | ook at the
updated statistics when they are working on their recomended
deci si on, because there will be nore information, including
per haps what direction things are going. And so | don't nean
that the web sites that are noticed should be captured as a
snapshot in tine, never to progress.

| amin agreenent with M. Beshore that it should be

easy for everyone to find the officially-noticed docunents.
And perhaps even if all you give me in paper is one page of the
website, the beginning page, which would have the website
information on it, and probably sonme title or sonething of that
nature. |'malso aware that the way web sites work, sonetines
you cannot type in the whole URL to get where you are going,

you have to know how to reach it in steps, and some, maybe that
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m ght be a good way for you to identifying what's beneficially
noticed al so, to describe the steps you go through to get to
the page that's of interest.

So, thank you. I1'mglad you are all thinking about
this, and I will be flexible and will appreciate your input.
Any other prelimnary matters? Al right. | see none.

Dr. Stephenson, would you cone forward, please, and
['I'l swear you in.

We have received copies of Dr. Stephenson's testinony.
I's there anyone who still needs a copy? And Ms. Frisius, wll
we be marking this as Exhibit 133?

M5. FRISIUS: Yes.
JUDGE CLI FTON:  Thank you. |'m marking mne as
Exhibit 133.
(Thereafter, Exhibit 133, was
mar ked for identification.)
JUDGE CLIFTON: I'Il swear you in in a seated position
W1l you raise your right hand, please?
Do you solemly swear or affirmunder penalty of
perjury that the evidence you will present will be the truth?
DR. STEPHENSON. | do.
JUDGE CLI FTON: Thank you. W need a little nmore volume on
Dr. Stephenson's mc. And would you state and spell your nane?
DR. STEPHENSON: M nane is Mark Stephenson, that's
MA-RK ST-E-P-HE-NSON.
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JUDGE CLI FTON: Thank you. And do you, in your statement,
descri be what your Ph.D. is in?

DR STEPHENSON: | will be happy to do that for you. M
Ph.D. is in the area of Agricultural Economcs. | have a
Bachelor's and Master's degree in Dairy Science, and a second
Master's and Ph.D. in Agricultural Econom cs, from Cornel
Uni versity.

JUDGE CLI FTON: Thank you. At any time you want to deviate
fromyour witten statenent, you are welcome to. It mght be
hel pful if you tell us when you are doing that, because when
the court reporter is typing, later on she'll have the benefit
of your witten statenent as a guide.

|'mso grateful that you are here, Dr. Stephenson

DR, STEPHENSON. Well, thank you, I wish | could say the
same, but -- no, | do appreciate being here. Thank you very
much for being able to get nme on the stand today.

JUDGE CLIFTON: Certainly. And when you read your
statenent, | would like you to include in your reading, all the
titles, including the one at the very top.

DR, STEPHENSON. All right.

This is ny testinony on the U S. Spatial Value of MIk
and Whey Practices in Cheese Pl ants.

My name, again, is Mark Stephenson, Ph.D., I'mthe
Director of Dairy Policy Analysis at the University of

W sconsin in Mdison
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I ntroduction

Judge difton and personnel of AVMS Dairy Programs, |'m
appearing before you to offer testinmony relevant to the
pronul gation hearing of a California Federal MIk Marketing
O der (FMMO). | aman Agricultural Econom st currently
enpl oyed at the University of Wsconsin as the Director of
Dairy Policy Analysis. For nore than 30 years, ny work has
focused on the dairy industry, both at the firmand sector
levels. | have testified at several FMMO hearings over that
time period.

My testinony today is not as a witness in support of,
or in opposition to, any particular proposal, but rather to
of fer comments and research results that have bearing on the
pronul gation decision. Prinmarily, | would like to offer
incites into the spatial value of mlk in California and across
the country, and to summarize current research into whey
processing practices of U S. cheese plants.
Spatial Value of MIKk

The background for nmy testinony derives from numerous
Federal M1k Marketing Order issues that were subject of
di scussion in the md-1990's. The Grade B m |k supply had
declined to the point that the old M nnesota-W sconsin,
(ot herwi se known as the MWprice survey) was being questioned
as a nmonthly price discovery nmethod for FMJ s. The |evel of

Cass | differentials were also being challenged in nmany parts
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of the country. Menbers of Congress were di scussing whether
the U.S. dairy markets should be combined into a mandatory and
single FMMO, including State Order regul ation.

In response to these issues, the 1996 Farm Bi |
provi ded gui delines and directed the Secretary of Agriculture
to conplete nodifications to FMMO s under a strict tineline.
Dairy Prograns of the Agricultural Marketing Service (AVD)
contracted with the Cornell programon dairy markets and policy
to conduct research into alternatives for price discovery and
potential nodifications of the Class | differentials. | was
the Associate Director for Qutreach with the Cornell Program on
dairy markets and policy at that tinme and hel ped to devel op the
U S. Dairy Sector Sinmulator (the USDSS). This spatially
di saggregated nodel of the U S. dairy industry provided
insights into geographic price relationships that were used by
AMS in devel oping their 1999 recommended decision for O ass |
differentials across the U.S.
The U.S. Dairy Sector Sinulator

The USDSS is a highly detailed mathenatical spatial
optim zation nodel, but at its core solves a fairly practica
problem Howto get mlk fromdairy farms to plants to be
processed into various dairy products and distribute those
dairy products to consunmers in the nost efficient way (I owest
cost) possible. The nodel takes the total mlk supply, plant

| ocations, and product m x and consunmer demand as it existed
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for an individual month. It indicates how to nove that farm
mlk to plants via the existing road network and distributes
the finished products to consuners, also according to the road
net wor K.

The M Ik Supply Data

Data needs for the USDSS are significant. These data
i nclude the amounts and conposition of farmm |k and dairy
products consuned, disaggregated by regions in the U S., and
accounting for inmports and exports. To represent the U S. mlk
supply where possible, we used county estimates of mlk
production and conposition. California is a state where those
val ues are available. Were those data are not available, we
use state values and estimate county level mlk production from
agricultural census and FMMO data. W aggregate the data from
the 3,112 counties in the contiguous 48 states into 231 mlKk
supply regions, to reduce conputational intensity of solving
such a spatially disaggregated nodel .

Footnote 1 indicates that there are some additional
maps that show the supply regions and points and ot her data
supporting this testinmony, which can be found at a website
http://DairyMarkets. org/ CA
Dai ry Product Demand Data

The USDSS nodel is conprehensive: It includes al
sources and uses of mlk and dairy conponents in the U S. The

current structure includes 19 final and 18 internedi ate product
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categories. Intermediate product categories are those |ike
cream condensed skimmlk, nonfat dry mlk, etcetera, which
can be used in the further manufacture of other dairy products,
such as cheese or ice cream The final products are consuner
products such as fluid mlk, yogurt, cheese, etcetera, which
satisfy domestic consunption or export sales. Al dairy
products have different conponent requirenents and some product
conponent val ues differ by region. For instance, California's
lower fat fluid mlk is fortified with skimm |k solids, as per
the state regul ati on.

A variety of data sources are used to determ ne per
capita demand for dairy products. For exanple, the Economc
Research Service (ERS) reports sone cal cul ations of dairy
product demand and ot her val ues are determ ned fromroute
di spositions of FMMJ s. County-level demands are then
cal cul ated based on per capita demand and popul ation and then
aggregated into 424 demand | ocati ons.

Dairy Plant Data

As with the aggregation of mlk supply and demand

| ocation, dairy plants are represented at 628 | ocations.
Al though there are nore plants than this in the U S, we use a
single location to represent multiple processing entities if
they are not actually geographically distant fromone another.
Plants are constrained to process only the products that are

produced at any location (i.e., a fluid mlk plant |ocation
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cannot process cheese).

The USDSS tracks and accounts for nultiple conponents
in products. For exanple, a fluid mlk plant that has excess
butterfat can send creamto a churn ice cream plant or other
manufacturing facility with the need of the cream O course
sending the creamfroma fluid plant, also sends nonfat solids
to the receiving plant, requiring sonewhat nore mlk than is
necessary to nmeet only the fluid needs.

I mports, Exports, and Stocks

USDSS uses three locations for port cities in the
Atlantic, Pacific and Gulf Coast regions. |Inports and exports
products exactly match those reported in the nonths nodel ed.
Sonme dairy products are storable and accounted for in the node
as stocks, which can be increased or drawn upon as observed in
t he nont hs nodel ed.

Transportation Costs

A road network of actual road m | eage connects all of
the supply, demand, plant, and trade locations in the nodel.
There are about 200, 000 possible road routes connecting
| ocations in the USDSS. States also have differing gross
vehicle weight Iimts which restricts the size of |oads
shipping raw mlk or finished products that can be transferred
between sonme states. These limts are also represented within
t he nodel .

The cost to assenble mlk to a plant, ship internediate
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dairy ingredients fromplant to plant, or to distribute
finished dairy products, are calculated for every road route.
Fuel and energy costs differ across the country, as do | abor
costs, and are factored into our calculations. Transportation
costs are an inportant driver of the nodel outconmes, and as for
other infornation, are calculated for each month for which the
nodel is used.
The Primal Sol ution

The nodel's purpose is to find the |east-cost
conbi nation of assenbling mlk fromfarns to plants, processing
dairy products, and distributing themto meet domestic consuner
and export denmand, while respecting a | arge nunber of
constraints inposed. Constraints include such things as cheese
or any other dairy product, can't be made w thout ingredients
that ultimately come frommlk supplied by the farns
represented in the nodel. Another constraint is that finished
dairy products nust contain the mlk conponents and be provided
in the amounts that consuners in the region demand. Finally,
shi pments can't exceed the road weight limts of any state.

There are two types of solutions that cone fromsuch a
nodel: A "primal solution" and a "dual solution". The primal
sol ution descri bes the physical flows of product through the
dairy supply chain network. The dual solution represents the
relative nonetary values of mlk and dairy products at each

nodel | ocati on.
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We have assenbl ed data and determ ned sol utions for the
USDSS nodel for March and Septenber 2014, representative of
flush and short nmonths. An exanple of the prinmal output is
shown in Figure 1. In this figure, the green |lines represent
mlk assenbly flows fromfarns to plants, which are represented
by the triangles. A triangle with no obvious green |lines
simply represents a local mlk supply. Orange squares
represent demand | ocations, and orange |ines represent
di stribution of finished products fromplants to demand
| ocations. The yellow lines in Figure 1 are cream shipnents.
The size of triangles, squares, and the weight of lines, gives
an indication of the relative volunme shipped or processed.

Figure 2 shows the prinmal solution of cheese plants for
March 2014. Cost mnimzing solutions favor a nore local mlk
supply and a nore distant distribution of finished products
than is the case for fluid mlk plants, shown in Figure 1

Primal solution flow maps can be constructed for any of
the products in the nodel. Although we can constrain the nodel
to capacitate plants, we do not have conplete information about
pl ant capacities. As such, we usually run the nodel wth plant
| ocations able to process as nmuch product at the processing
site as the nodel woul d choose to do.

JUDCGE CLIFTON: Now, let me stop you there, Dr. Stephenson

because we can now see these figures, Figure 1 and Figure 2,

and | would Ilike us to have a chance just to try to see what is
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here. You can tell nme at what point in your witten testinony
you want to wal k us through an understanding of howto read
Figure 1 and Figure 2.

DR STEPHENSON: | could do that right now, if you would
like, if that would be hel pful.

JUDGE CLI FTON: That woul d be great. Yes.

DR STEPHENSON: Again, these are the, what we would cal
product flows that occur fromthe primal solution. And |I'm
showing two different maps here that are indicative of two
different products. The Figure 1 shows the |least cost fluid
m |k processing location and flows. And this is for the
March 2014 sol ution.

So, once again, if you start at the farmlevel, the end
of the green line is where we would have farmm |k represented
and noving toward a plant which is represented as a triangle.
So that triangle is show ng you processing locations for fluid
mlk that the nodel would |like to process. And again, the
relati ve wei ght of those lines and the sizes of the triangle,
give you an indication at |east of the size or volume of the
flows or processing at that |ocation. The orange lines are
showing distribution of the finished fluid mlk products. And
t he orange rectangles are show ng you the distribution
| ocations. So if we have a triangle that has no obvi ous green
lines going to it, it sinply neans that there is an adequate

local mlk supply to feed that plant. In other words, mlk is
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movi ng short distances. It's still assigned a cost, even
though it is relatively short distance. This is one way of

di splaying a trenendous amount of information that woul d be
difficult to do with all of the individual outputs that cone
froma conputer-run nodel like this. And |likewi se, if we have
a single rectangle represented in orange, it is just indicating
| ocal distribution. But the distribution can be further from

t hat .

The Figure 2 is showing you the solution for the |east
cost and Anerican cheese processing |ocations and flows. And
the sane sort of thing is shown here, that we have yell ow
ines, which would indicate creameither comng fromor going
to a plant. And we have the product flows of finished products
shown in orange. We don't show the locations here as
rectangl es because it just gets messy to do that. But it is
obvi ous that the solutions for these two different kinds of
dairy products | ook very different.

This is what the nodel would choose to do as the |east
cost solution. It doesn't try to solve for fluid mlk first,
and then nove onto another product category. It does all of
the products sinultaneously. So this is, indeed, a |east cost
solution for the global dairy system

Now, | haven't included products or all months that we
could print fromthis particular publication, just because it

woul d probably overwhel mus with detail. But in the footnote 1
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on page 2, where | indicate that you can access additiona
maps, this is at the DairyMarkets.orgCA there are sone

addi tional maps there where you can | ook at Septenber

sol utions, for exanple, and you can | ook at sonme other product
solutions if you have an interest. These are the ones that |
felt were inportant for this particular hearing.

Although it is difficult -- I'"mcontinuing the
testinmony that | have witten -- although it is difficult to
eval uate the degree to which the USDSS nodel matches act ual
outcones with available data, we can conpare nodel - generated
vol ume of five dairy products to those produced in the regions
of the U S. based on a nonthly Dairy Products report that's
publ i shed by the National Agriculture Statistics Service. The
correl ati on between the nodel -generated regional production
quantities and the observed values in the report is greater
than .88 for all products evaluated in both nmonths and as high
as .99 for many products such as cheese (those correlations are
very high). Mreover, the nodel results are not sensitive to
changes of plus or mnus five percent in demand val ues or
estinmated transportation costs. Both outcomes suggest a high
degree of confidence in the sensibility of the nodel outcones.
In addition, the nodel has been used as the principal
anal ytical tool for two studies that have been published in
wel | - known international journals Food Policy and Environnental

Sci ence and Technol ogy (footnoted 2, with references to
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Ni chol son, He, Gao, and Gonez.) And so the USDSS has been
subject to both industry and peer review.

Figures 1 and 2 denonstrate that it is economcally
efficient to have a great deal of cheese nmanufactured in areas
of relative surplus mlk production when conpared to ot her
products such as fluid mlKk.

The Dual Sol ution

The dual solution indicates the marginal val ue of an
additional unit of mlk at a farmsupply or plant |ocation
Conceptual Iy, this can be thought of as follows: |If you would
ask a fluid mlk plant owner how nuch nore they would be
wlling to pay for another hundredwei ght of mlk, they would
have to consider all of their options for other mlk supplies,
and the cost of transporting that mlk to their plant, and they
woul d have to consider the additional sales opportunities for
the finished product and the cost of distribution to those
| ocations. This value would never be nore than the cost of
transportation fromthe closest supply region and it will be
mnimal in sone |ocations where there's plenty of mlk or
little nearby demand. (Noted in bold for enphasis) Thus,
supply, demand, and transportation costs becone the inportant
determ nants of the relative spatial values of mlk

The USDSS dual values for fluid mlk are what AMS
contracted with the Cornell Programon Dairy Markets and Policy

to provide in response to the issues identified in the 1996
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FarmBill. Results fromthe USDSS have been extensively used
by AMS Dairy Prograns over the years as a resource in
consi deration of hearings discussing changes in dass |
differentials.
In the original publication, (footnote 3, Pratt, Janes,

Phillip Bishop, Eric Erba, Andrew Novakovic, and Mark
St ephenson, Nornative Estinmates of Class | Prices Across U.S.
Markets, we do have a reference for that at:
http://dairymarkets. org. PubPod/ Ref erence/ Li brary/Pratt, etal .07.
1998. b. pdf

JUDCGE CLI FTON: Dr. Stephenson, in that footnote you read
it as "U S. markets" "prices across U S. markets,"” would you
re-read that phrase?

DR. STEPHENSON. Yes, normative estimates of Cass | prices
across U S. mlk markets.

JUDGE CLI FTON:  Thank you.

DR STEPHENSON: That is the title. Thank you for the
clarification.

In the original publication documenting C ass |

differential estimtes using 1995 data, it was noted, that
ot her dairy products al so have spatial price relationships.
"Just as USDSS generates relative mlk values at fluid
processing |locations utilized in the optimal solution, it also
generates relative mlk values at manufacturing |ocations."

Figure 7 of that docunent is displayed "a price surface
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map" of nodel -generated cheese differentials in which,
“Generally, theses values increase fromlowvalued areas in the
Nort hwest to high-valued areas in the East and Sout heast." A
copy of that map is shown in Figure 3.

| mght make note that this was scanned fromthe
original docunent which itself was scanned, and it is hard to
read those nunbers on there, but I wll try to provide at |east
sonme interpretation of that in the text here.

The Cass Il price surface with the 1995 data, showed
that a difference of about 30 cents per hundredwei ght of mlk
between Central California and a location |ike Chicago in the
Upper M dwest. | chose these two | ocations because they are
both regi ons of surplus m |k which manufacture significant
quantities of cheese, and which are sold outside their
respective regions. Figure 2 denonstrates this and al so shows
that the flows are generally fromWst to East and slightly
North to South. Another way to interpret that 30 cent
di fference back in 1995, is that a Central California
manuf acturer of cheese could not afford to pay any nore than 30
cents less than a processor in the Upper Mdwest and still be
conpetitive wwth M dwest cheese plants -- ceteris paribus,
nmeani ng that all other things being equal.

It should be noted that spatial prices shown in the map
in Figure 3 have a fixed value added to each | ocation and

should not be interpreted as the Class IIl price, or what woul d
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have been the Basic Fornula Price, at that time. It is the

difference in prices between |ocation that is of inportance.
| would note that the Figure 3 has the title U S.

Model - Generated Cheese Differentials, May 1995.

JUDGE CLIFTON: And read again that title, the first part
of it, you said U S., but it's nore than just U S.

DR. STEPHENSON: Excuse ne, it is the USDSS Mdel - Gener at ed
Cheese Differentials, May 1995.

Since the initial analysis --

JUDGE CLIFTON: If you could go back. You promised to help
us with this since we can't read the nunbers. Do you know what
the nunbers are, or did you at one point in studying it?

DR STEPHENSON: Yes, | do. And, in fact, we can | ook up
the val ues of nunbers at each of the locations. | provided the
one that | think is inportant to the discussion here. There is
a difference of 30 cents per hundredwei ght of m |k between the
Central California region and Chicago, Illinois. And | use
those two | ocations because they are areas of surplus mlKk
supply and significant cheese manufacturing.

JUDGE CLI FTON: Thank you.

DR STEPHENSON: And if you nake conparisons with the
Figure 2, primal solution map, the flows of product, this would
indicate that plants will need to be conpetitive with one
anot her to serve those Eastern Coast narkets, and this is the

difference in price that woul d achi eve that sort of
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equi librium

JUDGE CLI FTON:  Thank you.

DR STEPHENSON: Since the initial analyses of the 1995
data, the USDSS nodel has been updated to represent two nonths
of the year in each of 2001, 2006, 2011, and now for 2014.
Figure 4 shows the March 2014 solution for marginal cheese mlk
values. Again, it is the difference in prices across the
surface that matters and not the absol ute val ues shown. For
sinplicity and interpretation, the | owest marginal mlk val ues
in this map is shown as a zero dollar val ue.

The inportant itemto note in Figures 3 and 4 is that
the difference in marginal value between Central California and
Chicago is now about 70 cents per hundredweight of mlk. A
simlar difference was observed in the analysis of data from
the Septenber 2014. W have seen a steady progression from
that 30 cents difference in 1995 to today's value over tine.
For instance, the 2006 nodel runs (footnote 4 is noted
Ni chol son, Charles, Sources of Differences in California
d ass 4b and Federal M|k Marketing Order Class Il Prices
During 2007 to 2012, published in April of 2012, is a Briefing
Paper on the dairymarkets.org website) showed about a 60 cent
difference in the cheese mlk price surface between the sane
| ocati ons.

Figure 4's title is USDSS Model - Gener at ed Cheese

D fference in Marginal Value of M|k at Cheese Plants from
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Low Val ue Point, March 2014, with Footnote 5 noted there. It
shows (val ues are shown only those regions of the U S. where
t he nodel predicts cheese processing to be |ocated.)

That's why the bottom quarter or so of the U S. map is
not being shown wth val ues, because the nodel would not have
predi cted that that would be optimal to process in those
| ocati ons.

The Evol ution of Mrkets

Recal | that supply, demand, and transportation costs
are the inportant determnants for relative spatial val ues of
mlk. To help partition these changes in value over tine, we
ran the March 2014 data using the sanme transportation costs as
used in the 1995 nodel runs. This showed that about hal f of
the difference in costs from1995 to 2014 was due to higher
transportation costs, and half of it was due to changes in the
rel ative spatial locations of mlk supply and demand for dairy
products.

In the 19 years from 1995 to 2014, California mlk
supplies had increased by about 67 percent, and nore generally,
in the western states, m |k supplies had increased by nore than
82 percent. Over this sanme time period, the California
popul ati on had increased by 23 percent and the western states
by about 34 percent. Cearly, mlk production has increased by
much nmore than the |ocal demand for mlk and dairy products in

this region, dimnishing the relative value of mlKk
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It is fair to recognize that per capita consunption of
mlk and dairy products has also risen over that 19-year tine

period. Taking into account the per capita demand for mlk and

dairy products, California was about 7.2 billion pounds of mlKk
net surplus in 1995, and was about 18.7 billion pounds of mlk
net surplus in 2014. The western states are about 34.4 billion

pounds net surplus as a region.

Figure 5 shows the change in the intensity of mlk
production at the county |evel across the country for a recent
decade. That decade, by the way, is from 2001 to 2011.

Changes in m |k production have clearly been occurring within
California as well as the rest of the country. It's inportant
to note that mlk values California change, not just because of
what happens in California, but also because of what happens
outside of the state. Strong growth in mlk production in

| daho and ot her western states has had an inpact on California
mlk values, as well as their own internal growh.

The title for Figure 5 is the Change in M|k Production
Intensity from 2001 to 2011. And this was calculated at the
county level, so it shows nore than just state changes in mlk
production, it gives much greater detail than that.

In that Figures 5 there is ared line in the center of
the map with arrows which shows the centroids of mlk
production by decade. A centroid is a geographically-weighted

average. This, too, denonstrates that m |k production has been
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moving to the west for at least the last five decades,
affecting the spatial value of mlk. The weighted average
cal culation, or centroid, requires a substantial change in
regi onal values to show a visible change in nap coordi nat es.

Figure 5 shows that the Southeast has been losing mlk
production, with the exception of a few isolated pockets in
Fl orida and Georgia. AN Dairy Progranms recogni zed this when
it announced a tentative final decision, in February, 2008, to
raise Class | differentials in the Appal achian, Florida, and
Sout heast M|k Marketing Orders. A fundanental conclusion from
these analyses is that spatial mlk values for mlk, or spatia
values for mlk cannot be considered static for |ong periods of
time, and this has inplications for mninmumregul ated prices.
M ni mum Cl ass Prices

The Federal M|k Marketing Order systemhas tried to
m m ¢ what an Econom st would call a "conpetitively determ ned
price” with the tools of classified pricing and pooling. The
spatial value of mlk is recognized in Aass | differential
val ues, but for many years all other classes of mlk have had
i dentical regulated m ninumval ues across the country at the
same point in tinme.

Econom sts often draw a graph with supply and dermand
lines. The intersection of these lines would represent a
conbi nation of price and quantity where dairy markets woul d

equi librate the quantity produced exactly matches that which
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buyers wi sh to purchase. This is the conpetitively deterni ned
price that is the target for price regulation. As a practica
matter, markets are ever-changing and we cannot observe those
equi libriumprice quantity values in anything like real tine.
A practical solution to this problemis that FMMJ s have

regul ated m ninumprices that nust be paid and have tried to
set that standard sonewhat bel ow market clearing price.

The conbi nation of a | ow enough price nover and
geographically different Cass | values has historically
al  oned bl ended pool values to represent an approxi mate spatia
price for producer mlk. Any differences could be made up with
voluntary prem uns pai d above the regulated m nimum A real
concern is with mninumpricing setting the regul ated | evel
above the market clearing price. At that point, producers are
wlling to supply nore mlk to markets than consuners wish to
purchase. This would certainly be evidence of "disorderly
mar keting".

Thi s has occasionally happened in the Pacific Northwest
and less frequently in other FMMOs. However, because nost of
the mlk in these regions is cooperatively marketed, the
cooperative can, under FMMO regul ation, reblend the lower mlk
price back to its menber owners. The same nechani sm cannot be
i mpl emented for proprietary transactions.

The concern with a California FMMO is that our current

product price fornulas may not set the Cass Il mnimmprice
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| ow enough to allow the western narkets to clear on a regul ar
basis. Hi gher transportation costs and additional surplus mlk
suppl i es suggest that the conpetitive price difference between
t he maj or cheese producing region of the country have grown.

Two sol utions present thenselves to assure orderly
markets. One is that minimumprice be calibrated to be just
bel ow the | owest value of mlk in the country. The other is
that regional manufacturing prices differ by enough to reflect
t he geographic market values. The problemwth a flat but
lower mnimumprice is that the price may be so lowin the
hi gher val ue regions of the country as to be nmeaningless if
prem uns are asked to carry too nuch of the value. A better
solution may be to reflect the regional price variation wth a
price surface as we do in dass | mlk.

As recently as the early 1990's, we did not have a
Cass IVmlk price. However, in 1993, USDA separated
manufacturing mlk prices into Cass IIl (mlk used for cheese)
and dass Illa (mlk used to make nonfat dry mlk). The llla
price was regionally different and used a product price fornula
driven by the Central States nonfat dry m |k powder price for
states east of the Rockies, and the Western nonfat dry mlk
price which was generally 2 to 6 cents per pound | ower for
western states. Product price formulas with regionally
di stinct product prices could serve the purpose.

Alternatively, a manufacturing price differential could be
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added to the class price nover, as long as the class price
nover reflects a spatial value below the | owest |evel.

| would like to nmove nowto talk a little bit about
whey practices in the U S

The price of whey can have a great inpact on producer
prices and input costs for cheese manufacturers. |Indeed, whey
prices have been at the center of nmuch of the discussion of
California mlk price issue. On the one hand, producers paid
under the California State Order have argued that the val ue of
dry sweet whey has not been fully captured in the 4b mlKk
price. California plants, on the other hand, have argued that
very little dry sweet whey is produced in the state, and nany
smal l er plants regulated in FMMO s have conpl ai ned that they
are being charged for the value of whey but not able to capture
that value in product sales.

I'min the process of surveying cheese plants across
the U S. to better understand the current utilization of whey
in this country. Although | amstill receiving responses from
plants, | thought that it mght be useful to provide a sunmary
of participants responses to date.

Descriptive Statistics

To date, | have received 88 responses to the survey,
some are not yet conplete and have been excluded fromthis
report. There are 62 conpleted surveys that | will use to

characterize U S. plants. These 62 plants are |located in 16
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states. Table 1 describes the range of processing vol unes, and
Table 2 shows the status of plant regul ation

Title for table 1 is: Nunber of Cheese Plants by M|k
Vol ume in a Processing Day.

First category is less than 100,000 pounds of mlk per
day. There were 11 respondents in that category.

Bet ween 100,000 and 1 million pounds of m |k per day,
16 respondents.

Between 1 million and 3 mllion pounds of m |k per day,
23 respondents. And nmore than 3 mllion pounds of mlk per
day, 12 respondents.

Tabl e 2 describes the regul ation of these cheese plant
respondents, those who indicated that they were a Federal Oder
pool plant nunbered 26; those who purchased mlk froma
cooperative who pools the mlk were 14; those who are regul ated
under a State Order were 13; and unregul ated cheese plants were
9.

12 of the plants received whey fromother plants to
process along with the whey produced in their own cheese
operation. Not surprisingly, all of the plants processing |ess
t han 100, 000 pounds of m |k per day are selling or disposing of
all of their whey.

JUDGE CLIFTON: | would like to interrupt, if | nmay. W're
at the top of page 11, and you read it a little bit different

fromwhat's witten. So when plants buy whey, are they buying
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it for their cheese operation?

DR STEPHENSON: They are buying it for their whey
operation to further process into a final product that's
di stinct fromcheese. So if they have the equi pnent and
capacity to produce a final dried whey product, they may al so
have the capacity to process nore whey than they are producing
in their cheese operation at that |ocation.

JUDGE CLI FTON: Thank you. Would you read that page again
fromthe top?

DR. STEPHENSON: Yes, | will read it as witten.

Twel ve of the plants receive whey fromother plants to
process along wth the whey produced in their own plant. Not
surprisingly, all of the plants processing |less than 100, 000
pounds of mlk per day are selling or disposing all of their
whey. 15 percent of plants processing from 100,000 to 2
mllion pounds of m |k per day, process a portion of their whey
into some formof product for sale.

83 percent of plants processing nore than 2 mllion
pounds of m |k per day, are processing sone or all of their
whey into a final product for sale.

O the plants not processing a final product, about 15
percent are disposing whey by |and-spreading or fed to | ocal
l'ivestock. Al plants disposing of whey, incur the cost, or
the hauling cost, but sone also pay to dispose of the whey

beyond the cost of hauling.
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The average di stance to di spose of whey was about 85
m | es, although some plants had options as close as 200 -- or
20 mles.

The remai ning plants not processing a final product are
selling or transferring whey in various forns to another plant.
These plants averaged about 65 miles to the receiving
destination, but the range was from2 mles to 250 mles.

Figure 6 shows the distribution of distance for the
plants in the box plot. The title of Figure 6 is:

The D stance From Cheese Plant to Wey Processing or Disposal.

And | mght describe what the box plot shows. These
are often called box-and-whi sker plots. The central box area
that has a gray bar in the mddle of it, shows the mddle 50
percent of observations that we have in plants, and the two
smal I er boxes whi ch make up the one |arger box, are 25 percent
of the observations. The line going to the whisker at the
bottom or the line going to the whisker at the top, are
showi ng the 25 percent of plants in that particular range, or
those two ranges. And the circles that are shown above are
statistical outliers, they are plants that are sending mlk an
unusual distance fromthe renai nder.

That gray shaded area in the mddle gives you a 95
percent confidence interval of where the true mean or average
of the distribution of whey processing occurs.

Using a cost --
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JUDGE CLI FTON: Excuse ne, and | ooking at that, the main
distance is from30 mles to 60 or 70 mles?

DR STEPHENSON: A little nore than 70 mles, that's
correct.

JUDGE CLI FTON: Ckay. Thank you. That's a wonderful
graph. Thank you.

DR STEPHENSON: Using a cost of transportati on nodel that
was devel oped at Cornell University (footnote 6, Pratt,
Wasserman and Trerise, M|k Hauling Cost Analysis Version 2,
March 1994, Cornell University. Al so available at the
dai rymarkets.org website) and it has since been updated to
Version 4, | have estimated the hauling cost per hundredwei ght
of whey in a fully loaded tractor trailer. Hauling is
estimated to cost about $1.79 per hundredwei ght for the
250-m | e destination, 46 cents per hundredweight for the 2-mle
destination, and about 88 cents per hundredwei ght for the
average 65-m | e destination.

Virtually all of the cheese plants are separating the
creamfromthe whey stream Many of the plants transporting
the whey to an aggregator or other plant for final processing,
do sone initial processing of the product. 54 percent are
pasturizing the whey, and about 69 percent are cooling the
whey. 87 percent are concentrating the whey by reverse osnosis
and/or ultra-filtration processes prior to shipment. Figure 7

shows the total solids in the whey products shipped fromthe
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cheese plants to other plants for further processing. The
average solids was about 23 percent. The transportation cost
to deliver a pound of solids in the average concentration of
whey, the average distance, would be 88 cents divided by the 23
pounds of solids, or 3.83 cents per pound of solids.

Figure 7, which shows this distribution, is entitled
Percent of Solids in Wey Shipped for Further Processing.

Again, | wuld note that the range here is froma little |ess
than 7 and a half percent to a little nore than 45 percent.

A few years ago, | conducted a study of the costs of
ultra-filtration of mlk. There were a significant econom es
of scale in those plants. Figure 8 shows the processing costs
that were estinmated at various plant sizes for concentration to
about 3 tines (3x) its initial solids content. This 3x
concentration is about the average of the plants reported in
Figure 7.

Pl ants shipping this sem -processed whey averaged about
one mllion pounds of mlk for processing day. That vol ume of
whey, processed through ultra-filtration, is estinmated to cost
about 60 cents per hundredwei ght of whey. The raw whey from
t hese plants averaged about 6.7 percent total solids or about
8.96 cents per pound of whey solids processed (that woul d be 60
cents divided by the 6.7 pounds of solids.)

Cbviously, there's quite a range of transportation

di stances these plants have reported. There's also quite a

5963

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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

range of processing being done by plants transporting their
whey to final product processors, but using average val ues,
there is something like a 12.79 cents (which is the 3.83 cents
plus 8.69 cents) cost --

JUDGE CLIFTON: 8 point what?

DR. STEPHENSON: 8.69 cents, that was the cost of
transportation.

JUDGE CLIFTON: And is that what you have got witten here?

DR. STEPHENSON: | do. In fact I --

JUDCGE CLIFTON: |'mseeing 8.96 instead of 8.69.

DR. STEPHENSON. You're right, excuse nme, this is a typo,
i f that was the case.

JUDGE CLI FTON: Ckay. Do you have -- let's see, 8 --

DR. STEPHENSON. No, 8.96 was the cost for processing the
total solids in the ultra-filtration per pound of whey solids,
noted in the paragraph above. And shown down here is 8.96
cents again in that formula to get to the 12.79 cents total
cost.

JUDGE CLI FTON: Okay. Good. So begin again with the
sentence, |ast sentence on page 12, if you will, the word but.

DR STEPHENSON: But using average values, there is
sonmething like a 12.79 cents, which would be 3.83 cents plus
8.96 cents, cost per pound of solids being incurred by plants
that are not processing their whey into a final product for

sal e.
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| have taken the other solids value per pound, as
announced by AMS, from January 2000 to Septenber 2015, and
added the additional average transportati on and processing cost
cal cul ated above, which was 12.79 cents, to them They are
di splayed in the histogramin Figure 9. This graphic shows the
frequency of the estinated val ue per pound of solids that a
cheese nmaker woul d need to recover in the transaction with
final whey product processor to break even.
That Figure 8 above Figure 9, first, let ne read the

title of that, which is: The Processing Costs per
Hundr edwei ght of MIk in Utra-Filtration Plants. And Figure 9
is: The Frequency of Cost per Pound of OQther Solids Processing
and Transportation from January 2000 through Septenber 2015.
And it goes froma |ow of 5 cents per pound, up to 75 cents per
pound.

JUDGE CLIFTON: So hel p ne understand Figure 9, if you
w ll, Doctor. The dates, since it covers about 15 years, the
dates are represented how in this Figure 9?7 Wat is the nost
recent experience?

DR. STEPHENSON, the nopst recent experience would be
Sept enber 2015, and | don't recall, | would have to | ook at a
pri ce announcenent by the Federal M|k Marketing Orders what
that whey price was for that particular nonth, but there would
have been an other solids value that a cheese maker woul d be

paying for in the mlk that they received. And that's what's
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i ndi cated here, plus that 12.79 cents for the processing and
transportation to the final whey manufacturer.

JUDGE CLI FTON:  And so when we say "frequency of cost" are
t he hi ghest bars the ones that the cost that have nost
frequently occurred?

DR STEPHENSON. That is correct. So, for exanple, around
that 15 to 20 to 25 cents we see several bars or observations,
about 30 nmonths in each of those, where we woul d have seen
prices like that. And, you know, relatively fewer, there's
anot her spike in prices a little bit later around the 50 cents
intotal. This, again, would have been the cost of the other
solids purchased by the cheese plants, and it would al so
i nclude that 12.79 cents.

JUDCGE CLI FTON: So does this represent what the cheese
plants had to pay because of a conponent pricing fornula or
sonet hi ng el se?

DR STEPHENSON: It represents two things. It represents
what they would have had to pay by that conponent pricing
formula, and it represents nmy estimate of the current costs of
transportation and processing in average cheese plants. So, in
ot her words, for a plant that has to do sonething with their
whey and can't process that to final product, it represents,
you know, the cost of both purchasing the ingredient, doing the
processing, and sending it to someone who can transformthat

into final product. | amsorry about the confusion on the
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gr aphi c.

JUDGE CLIFTON: No, this is excellent information that we
have been trying to figure out wtness by witness. And your
data to produce this came from what ?

DR. STEPHENSON: The data comes from Federal M Ik Marketing
Order price announcenents, where they announce the price of
ot her solids, or have since January of 2000.

JUDGE CLI FTON: But what we haven't been able to get at
yet, until you brought this chart, is the processing cost. |Is
that fromyour survey?

DR. STEPHENSON: This is fromwork that has been done in
very recent years. The ultra-filtration, and I would certainly
want to suggest that this is only one process that plants can,
or do, use. This is not reverse osnosis, for exanmple, a
different process, this is only ultra-filtration. It can take
those plant, or the solids in a whey streamto about the
average levels that we were seeing in the survey being shipped.
But obviously, there's a very wide variety of experience that
plants are doing in the transformation of their product. This
gets themto about an average value. Some plants are shipping
raw whey product that's maybe pasteurized and probably cool ed,
but not otherw se processed. So there can be quite a
distribution of costs. This is sinply representative of an
average set of val ues.

JUDGE CLI FTON:  Thank you.
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DR. STEPHENSON: Top of page 14, then.

The survey has indicated that there are several nethods
empl oyed to arrive at a value for whey sold, whether raw or
partially processed, that is transferred froma cheese plant.
Tabl e 3 shows the percentage of responses to several of the
met hods used.

Table 3's title is: The Method Used to Determ ne a
Val ue for Wiey Sold to Another Plant.

The first category is, and not ranked by percentages,
but just the first line on the Table 3. On a solids basis as a
percentage or nultiple of publicly reported whey price --

JUDGE CLI FTON: Read that phrase again, of publicly
reported?

DR STEPHENSON. A Publicly reported dry whey price, 28
percent of respondents indicated that that was the way they
determ ned val ue sold to anot her plant.

There were no respondents who indicated that they
determ ned value on a solids basis as specified discount or
premumapplied to a publicly reported dry whey price.

4 percent of respondents reported that they did it on a
solids basis as a percentage or nultiple of a publicly reported
whey protein concentrate, 34 price.

20 percent reported that it was on a solids basis as a
specified discount or premumapplied to a publicly reported

WPC 34 pri ce.
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20 percent indicated that it was just on a liquid basis
per hundr edwei ght.

And 28 percent said other. And for other, | asked them
to respond, and nost often it was explained as a sinple fixed
price per pound of solids.

| didn't ask respondents to provide any specific
formulas so | cannot deduce what their income was relative to
the costs they m ght have incurred.

In summary, | have nmany friends and acquai ntances
enployed in the California dairy industry, producers,
cooperatives, and processors, and I'mwell aware of the
probl ens they have been addressing over the |ast several years.
I[t's my nmeasured opinion that there has been room for higher
mlk price for producers than was regul ated by the California
State Order. But it is ny caution to regulators when
considering the inplenentation of a uniform manufacturing price
fromcoast to coast, that markets will punish a price that is
above market clearing levels. | would fear that inposing our
current Federal Oder Class Il product price formula upon the
California dairy industry could, over time, affect cheese plant
profitability sufficiently to cause a significant shift in
ownership of cheese plants fromproprietary firns to
cooperative structure, where | osses can be rebl ended back to
menbers.

As long as product price formulas are used for mlk
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price regulation, the value of whey is likely to be a
controversy. Dairy farmers demand to capture whey's value in
the regul ated price. |f whey products were val uabl e enough,
i ke the cheese co-product, small and nedi umsize plants m ght
be able to afford the capital investnent necessary to capture
the val ue of whey. However, only the largest plants are able
to invest in today's drying technol ogy.

The smal | est cheese plants are not trying to conpete by
produci ng commodity products. They are trying to produce
differentiated cheese products whose val ue can carry the cost
of discarded whey, but it's the md-sized cheese plants who are
probably caught in the nost difficult place--to be large, too
large to significantly differentiate a product and too small to
afford a dryer.

| don't have answers to many of the concerns raised by
the stakeholders in the California dairy industry, but | have
done enough research with this sector to be convinced that
spatial prices and whey val ues shoul d be carefully consi dered
by regul ators.

And that was the end of ny prepared statenent.

JUDGE CLIFTON: Dr. Stephenson, this is a renarkable
docunent and | thank you for it. | think we'll take a little
break before we have cross-exam nation, because |ots of people
W |l have lots of questions, and | would |ike you to nove

around and get some fl uid.
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| do ask just the spelling on this last line of the
next to the | ast paragraph, "too" large would be "TOO' and too
smal |, "TOO'?

DR STEPHENSON:. Yes, it woul d.

JUDGE CLIFTON: Al right. W'IIl just nake that change on
the record copy, page 14 of Exhibit 133, last |ine of the next
to the | ast paragraph.

DR STEPHENSON: | nornally catch those.

JUDGE CLIFTON: Well, you did a marvelous job on this. No
conpl ai nts.

Ckay. Thank you. Let's see what tinme it is. Because
there's so much material here, | think you should have your
15-m nute break, even though we're a bit early. Please be back
and ready to go at 10:50 -- 10:40, thank you.

(Wher eupon, a break was taken.)

JUDGE CLIFTON: We're back on record at 10:41.

M. English?
CROSS- EXAM NATI ON
BY MR ENGLI SH.

Q Thank you, your Honor.

Good norning, Dr. Stephenson.

JUDGE CLI FTON: And state your nane.

MR ENGLISH |I'm Chip English.

BY MR ENGLI SH.

Q Your Honor, | may take this in pieces, which is to say,
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after a period of time | nay sit down and | et others go. This
is the first time | have seen the testinony, too, so I'mstil
wor ki ng through it nyself.

JUDGE CLI FTON: Yes, everyone will be wel come to have
numer ous opportunities to question Dr. Stephenson. There is a
| ot of very inportant infornmation to cover.

BY MR ENGLI SH.

Q But let me start, if | may, you, |ike a nunmber of
W t nesses, have been somewhat shy about listing all the things
you have done, and you did have a little bit of a conversation
with the Judge, but | would like to maybe go through that a
l[ittle in greater detail. Wen did you get your Ph.D.?

A | may msstate this, I'msorry, nost people renmenber
these things like they would remenber when they had their green
Chevy pick up, but it was 1987, | think, but | would have to
| ook back and see, Chip, honestly.

Q Before 19907

A Yes.

Q And after you got your Ph.D., where were you first a
pr of essor ?

A | was first a professor at the University of Wsconsin
at River Falls. | was there for three years. | was then hired
at Cornell University, where | spent about 18 years, | think.
It was 18 years. And then about 6 years ago, | was hired back

at the University of Wsconsin at Madison.
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Q And during that tinme, approxi mately what percentage of
your work would you say woul d be connected to the dairy
I ndustry?

A, One hundred percent. | have al ways worked entirely
with the dairy industry.

Q And during that tinmefrane, other than what you have
al ready told us about, which was the work you did as an
Associate Director for Qutreach when you hel ped devel op the
U.S. Dairy Sector Sinulator, have you had other occasion to
consult with USDA with respect to dairy policy?

A, Sure. | nean, | have worked with USDA any nunber of
times on other projects where we have done sone additional work
and provided insight. This USDSS nodel has probably conprised
the bul k of that effort through the past. |'mnot sure that
there's been another nodel that's been used nore in USDA
testinmony or work from outside the Departnent than this node
has.

Q Now, we have tal ked about, or you have tal ked about how
the nodel's been used by USDA. Has it al so been used or
di scussed by fol ks at the other end of the street, the
U S. Capitol, Congress?

A. It has, quite a nunber of tinmes. | have often been
contacted by menbers of Congress, and the groups that | work
wi th have worked with nenbers of Congress as they begin to

t hi nk about policies and changes that may be nmade. They, often
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times, would Iike to know what the inpact of those would be.

So it's not unheard of at all, particularly on a five to
seven-year cycle to have quite a bit of conversation with fol ks
i n Washi ngt on.

Q And | actually don't have the answer. Have you
testified before Congress or Congressional hearings?

A. | have at least tw times, maybe three. | can't
remenber if it was three or two, but, yes.

Q Ckay. And you also say you have testified at severa
Federal M Ik Marketing Order hearings over that tine period?

A Yes, that's correct.

Q Can you discuss, just briefly, what the subjects were
that you can recall fromthose?

A. Sure. There was one shortly after ny Ph.D. work where
| | ooked at the costs of seasonality in the dairy industry, was
one piece of testinmony. And it used a precursor to this USDSS
nodel to tal k about sone of the costs of that particular
seasonality. | have |ooked at, and testified, to sone of the
product price formulas and inpacts of those, or changes in
price discovery, at |east.

Q Gkay. Your Honor, | amnot going to bel abor the point
at this point. | do want to nove that Dr. Stephenson be
accepted as an expert in Agricultural Economcs with an
enphasis in Dairy Econom cs Regul ation and Poli cy.

JUDGE CLIFTON: Wth an enphasis in dairy?
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MR, ENG.lI SH: Econom cs, regulation, and policy.

JUDGE CLI FTON: Does -- M. Beshore?

MR, BESHORE: May | voir dire?

JUDGE CLIFTON: Yes. And, M. Beshore, just so that
everyone coul d hear that, would you repeat what you requested?

MR. BESHORE: | asked may | voir dire.

JUDGE CLI FTON:  Yes.

MR BESHORE: V-OI1-R DI-RE

JUDCGE CLI FTON:  Very good. And state your nane.

MR. BESHORE: Marvin Beshore.

JUDGE CLI FTON: Thank you.

VA R DI RE EXAM NATI ON

BY MR BESHORE:

Q kay. No questions about Agricultural Econom cs or
Dairy Market Regulation. M question is with respect to
policy. Ws any of your, you know, undergraduate or graduate
wor k focused on policy as opposed to, you know, the other
things that you have indicated you studied?

A, In the graduate program do you nean?

Q Undergraduate, graduate, either

A. Sure. Yes. |It's been comon, as | nentioned, in the
past, at l|least cyclical, periodic for Washington or nenbers of
Congress, their staff to contact us with ideas that they are
percol ating for changes in dairy policy and to say, you know,

what would the inplications of these be? Can you give us an
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answer through some of your nodeling techni ques or professiona
j udgnent ?

Q Gkay. No, | understand that. Wat | was in artfully
| ooking for, or asking, attenpting to elicit, was whether your
degree prograns, theses, etcetera, were any of them policy
papers as opposed to econonics papers?

A.  No, they were addressing issues. And specifically, I
guess, during my Ph.D. program | did |ook at the costs of
butter and powder plants and inplenmented those costs with a
spatial nodel to try to assess sone of the expenses involved in
bal ancing dairy markets. And that was later introduced into
testinmony in Federal Order hearing. So it wasn't work that was
specifically about policy, but it was work that's related to
solving problenms for dairy industry.

Q Ckay. Cenerating economi c analyses or reports that
could then be taken by policy makers and utilized?

A, Yes. Marv, | guess just as a general, just as a
general theme or direction that 1'd like to pursue, is not work
for policy sake. I'mnot trying to create policy, |I'm not
trying to think about policy, I'"'mtrying to do anal yses that
hel p peopl e understand what maybe sone of the unintended
consequences or intended consequences may be for policies that
they mght like to inplenent.

Q Very good. Thank you very much.

JUDGE CLIFTON: Dr. Stephenson, |I'm/looking on the first

5976

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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

page of Exhibit 133. What is your current title?

DR STEPHENSON: M current title is Director of Dairy
Policy Analysis.

JUDGE CLI FTON:  And how | ong have you been the Director of
Dairy Policy Analysis at the University of Wsconsin?

DR. STEPHENSON: Six years. It was a position that was
created when | cane there

JUDGE CLI FTON: And when you were at your previous
university, what was your title as you left?

DR. STEPHENSON: The working title there was Director of,
Associate Director of -- | think | have it in here. It's not a
title that | used frequently, it's atitle that was bestowed
upon ne wth the Cornell Programon Dairy Markets and Policy,
the Associate Director of Qutreach with the Cornell Program on
Dairy Markets and Policy.

JUDGE CLIFTON: Al right. Policy is inextricably entw ned
w th your work. | appreciate your statenent that you don't do
it just for the sake of policy, but policy at its best does, in
fact, evaluate practically what problemsolving and
consequences are.

| do accept you, oh -- did anyone el se want to question
Dr. Stephenson before determ ning whether you have any
objection? No one. Does anyone object to ny accepting
Dr. Stephenson as an expert in Agricultural Economcs with an

emphasis in Dairy Econom cs, Regulation, and Policy? No one.
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Dr. Stephenson, | do accept you as an expert in Agricultural
Econom cs with an enphasis in Dairy Econom cs, Regul ation, and
Policy. M. English.

CROSS- EXAM NATI ON
BY MR ENGLI SH

Q Thank you, your Honor

And just as | did yesterday, although it's going to be
awhi l e before | get there, I wll be, at sone point, asking
Dr. Stephenson to | ook at Exhibit 30, which was never admitted
but it was the 2011 Chi cago Workshop of Econom sts report on
the 2006 data, which he's referenced in his testimny. So |
just want people to know ahead of tinme. It will take nme awhile
to get there, but so people can have Exhibit 30 handy at sone
poi nt.

So you said actually in the discussion we just had,
which is called voir dire, that sone of your other work even
before the U S. Dairy Sector Sinulator came along was sort of
like a precursor to the nodel; is that correct?

A Yes, that's correct.

Q Andis it fair to say that given the nunber of years
you have worked on the nodel and the nodel changes over time or
I s updated?

A, Oh, absolutely. There are two ways in which the nodel
can be updated. One of themis just sinply data. As we're

| ooking at different time periods, we know that the results
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will change if the fundamental data underlying that has
changed. But we have al so changed structure in the nodel to
maybe address questions that people have wanted to have
addressed. So as an exanple, we have added product categories
as sone of those products becane nore inportant to a dairy

i ndustry.

Q Soit's -- it's a dynamc nodel in a way, that it's not
static, you don't just leave it in place, you have done things
to it when you have been asked questions and nmade changes to
it?

A Yes, that's correct.

Q Gkay. Now, you haven't actually presented in this
particul ar document, your data for Septenber, or your results
for Septenber 2014, have you?

A No, | didn't in here just because | felt that it was
not as inportant. But once again, the footnote on page 2 that
provi des access to both this testinony itself in PDF form has
sone of the additional supporting nmaps to | ook at, the
Sept enber, sone of the product maps of the Septenber tine
peri od.

Q And | think you said earlier, I"'mnot sure if it was
actually in your witten statement or if it was added, that the
Septenber results were not materially or significantly
different fromthe March 2014 results for cheese?

A, No, | don't think that they are. You can certainly
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| ook at them but the difference in price, for exanple, is not
materially different at all.

Q Now, | think you did a fair amount of this, but going
to page 4 and | ooking at the figures, | just want to maybe have
you pick a location and describe it just a little nore for
particular location. And since we're in California, if you can
| ook at, you know, Figure 1, and describe -- | guess |'m
assum ng those, the two boxes, the larger two boxes, would be,
one woul d be Los Angeles and the other would be the Bay Area?

A, That's correct.

Q Ckay. So I'mnot sure, there's a |ot of detail out of
it, but could you describe sort of what you are seeing, say,
out of Los Angeles area for Figure 17?

A, Sure. CQut of Los Angeles, you can see in this
particul ar graphic the large triangle which represents the
vol ume of processing capacity, overlaid against the |arge
rectangl e there, square, which indicates the |arge demand in
this population area as well. There is a fairly heavy green
l'ine fromsomewhat north of Los Angeles, indicating a mlk
assenbly flow to those plants and product being processed and
di stributed, both locally, and also a little bit to the north
and west of the Los Angel es area.

Q kay. And then turning to Figure 2, |ooking at
California, there's three triangles, but the |argest one would

be near us, where we are today?
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A, That's correct. Unh-huh.

Q Ckay. And so what does that triangle represent and
then what do the |lines show comng out of that triangle?

A. That triangle would represent a fairly large cheese
processing |l ocation. Once again, not necessarily enbl enatic of
a single plant processing there, but in that |ocation, that
nmul ti-county area, a great deal of cheese being processed.

The orange lines are the product flows of the cheese
product fromthat area. A heavy line going down toward
Los Angel es, but many lines going down toward the Sout heast and
Florida and through the Gulf states.

Q Turning to page 5 --

JUDGE CLI FTON: Before you |l eave that, M. English, as
| ook at those lines, Dr. Stephenson, and | see the little green
l[ine with an arrow, that is somewhere within New Mexico, well,
the border of New Mexico and Texas, what is that?

DR STEPHENSON: That, again, is mlk that is noving froma
supply location to the plant in New Mexico for being processed.
Mbst of these have relatively few green |ines because there's
adequate m |k supply near the plant. And if we showed
absolutely every flowon a map like this, it gets to be
unreadable. So we try to express themin ways that provide
sone greater understanding of what the nodel's trying to do.

JUDGE CLI FTON: Thank you.

MR, ENGLI SH: Actually, | amgoing to junp ahead, thank
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you, your Honor, for doing that.
BY MR ENGLI SH.

Q | want you to -- | want you to keep that figure in
mnd, and then | want you to also | ook at Figure 4 on page 7.
And | think what you said is the nodel doesn't reflect, I'm
| ooki ng at the bl ank space between the green, which basically
covers nost of the Qulf states, Florida, Louisiana, what |
woul d call 90 percent of Texas, except for nmaybe the Panhandl e,
30 or 40 percent of New Mexico, and a good portion of Arizona.
And | think what you said is the nodel wouldn't nake those
pl aces, for efficient novenents. |Is that, or of this
production of cheese? O what were you saying about that?

A. That's correct. The nodel is fairly dispassionate
about whether it would choose to operate a cheese plant in a
known | ocation. It could, but it can't -- it can't create a
pl ant where one doesn't exist. But it can shut plants down
that, you know, it doesn't think are in the right |ocation or
just sinmply not use them let's put it that way.

And that area down there in that very southern band,
the reason it's not showing up in color there is that there's
not a | arge enough vol une of cheese being processed in that
| ocation to provide data at those points. So, for exanple,
think that cheese plant in New Mexico is |arge enough to
provi de, you know, data down to that point, but not beyond it.

Q So which cheese plant are you referring to, the snal
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one in the bottom the bottom of --

A.  The larger one on the border of Texas.

Q Onh, on the border of Texas?

A.  Uh-huh.

Q So what is your conclusion about that for the node
that --

A Wll, | don't want you to read too rmuch into that.

I[t's just to say that we wouldn't project or try to project
val ues across an area where we don't have data at |east at the
boundari es.

Q Ckay.

A. So the plants that are actually providing product and
doi ng processing in the nodel are giving us enough data to fill
in the gaps between them

Q Al right.

A And it's an interpolation that's called krieging
met hods.

Q I'msorry, what?

A Krieging, KRI-E-GI-NG it is a mapping nethodol ogy
that just interpolates nultiple points, values at the points.
W have real actual values. That is actually shown in this
Figure 3 on page 6, where we have specific points being shown
and val ues at those points that are too fuzzy and small to
actually read here, but it's those values that are letting the

mappi ng program proj ect over that surface of the rest of the
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country. And we are just sinply show ng the mapped values in
Figure 7, as opposed to the points.

Q | think the nost critical thing | heard, what you are
telling ne was, but don't over read that space as in sone way.
Is that, that's what | heard you say?

A Well, we absolutely have small anmounts of cheese being
processed in sonme of these areas, but the USDSS nodel woul d
have said we probably shouldn't have it, it is not the nost
efficient location for the sinplification of the data that the
nodel actually has to process in those areas.

Q Ckay. So now |l want to go back to page 5.

JUDGE CLI FTON: Would you spell again that term krieging?
DR STEPHENSON. Krieging, K-RI-E-GI-NG
JUDGE CLI FTON: Thank you. So page 4, M. English?
MR ENGLI SH: Page 5, your Honor.
JUDGE CLI FTON: Page 5.
BY MR ENGLI SH.

Q And you nade a comment, and | understood what you nean,
but whether or not the record would reflect it at sone point in
the future, I"'mreferring to the discussion you had about
correl ations being observed, values greater than 0.88 for al
products, and as high as 0.99 for many products, and you said
that was a very high correlation. And why does that matter?

A Well, for exanple, a correlation of one would say that

we woul d perfectly predict what the, fromthe nodel, what the
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real world outcomes would be for the volumes of cheese
processed in different |ocations.

W do try to nake sure that when we have nodel results
like this, that the nodel is as correct as can be froma
theoretical standpoint and froma construction standpoint. |If
it's not comng close to replicating observations that we see
in the market, then we would probably either think that the
nodel was not well specified, was not well built, or that it
was trying to tell us something really strong. And in this
particul ar case, what it's saying is that it is doing a pretty
good job with the areas where we can actually look at it and
conpare it to real world results. So the econony of the U S
dairy market is producing cheese and other dairy products in
the location that this nodel would predict it should. Not
perfectly, but very well.

Q Turning to your discussion on page 10, and | just want
to ask you, since your survey's yet not been conpl eted, does
the | ack of being conplete undermne the results in any way or
what woul d you conclude fromthis, notwthstanding the fact
that the surveys are not conplete?

A.  Yeah, if | thought that we didn't have enough
information in the survey to at |east offer some insights for
AVS to consider in the hearing process, | wouldn't have
provided it here. And there were, in fact, a few of these

plants. W had 88 that have entered data already, | believe it
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was 62 plants, yes, 62 that were conplete surveys, and | felt
that they were conplete enough to report some of the data from
that. W are following up with plants that haven't got

conpl eted surveys yet. W nake phone calls to ask them
questions that we have in their responses, but 62 of the plants
wer e conpl ete enough to include here.

Q Now, this data is not audited?

A It isn't audited. | don't have authority to audit, but
we do try to make conparisons with known data where we can to
go back into that.

| do stress that this is early days on this study.
This was information that has been in the process of being
coll ected for about a nonth, and we sinply haven't had the
opportunity yet to go back in and check with plants and known
pi eces of information where we can do kind of cross-checks on
that to verify both conpl eteness and sensibility of data and
plants, but we don't audit.

Q And nonet hel ess, and notw thstanding the fact it is not
conplete, you didn't see the data, you yourself just said you
woul dn't have shown and testified if you weren't confortable
what were you seeing --

A, Absolutely correct. And there are pieces of this
information that | think are, | haven't digested well enough to
feel like I"'mready to say here is nore information. This was

information that | thought was conpl ete enough, and not
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terribly controversial, fromny point of view, to provide here.

Q So then turning to page 11 -- apparently, your Honor
we did not sufficiently recognize the Kansas Gty Royals
earlier this week -- so we take whatever levity we can at this
point, Dr. Stephenson

A, Under st ood.

Q Turning to page 11, and your discussion of a
transportation nodel. So Version 2.0 was March 1994, it's been
updated to Version 4. That's tells ne that it's been around
now for well over 20 years?

A.  Yes. And even |longer than that, but, yes, it was a
nodel that's been heavily used by cooperatives who contract
wth mlk haulers and m 1k haul ers thensel ves to understand
their own costs.

Q So it is sonething that's relied on generally by the
I ndustry?

A, Wll, yes. And the industry has other opportunities
now, | think, for assessing sone of their costs. But at the
time that this was initially devel oped, many of the smaller
operators in particular, but cooperatives as well, did want to
work with their mlk hauling conpanies to nmake sure that they
under st ood what their costs were and that their costs were

going to be covered. That was the genesis of developing this

nodel . But it's been very useful to have since that tine
period as well, because it -- it provides sone data and input
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into other research products that we do like this.

Q Gkay. On page 13, and | was trying to pay very close
attention to all of it, and especially when Judge Clifton was
asking you questions. But |I'mnot yet sure that | understand
Figure 9. So first, again, partly for clarity of the record,
what is a histogranf

A. A histogramdescribes the distribution of the
observations that you have. And so the distribution here would
be the costs per pound of cheese, and the, or, excuse ne, the
cost per pound of other solids, and that includes both what was
charged as a mnimum price by the Federal M|k Marketing O ders
to cheese plants that were regulated, and it includes the
assessment of 12.79 cents for processing and transportation of
the whey solids to an additional plant for further processing,
or final processing.

Q So, | understand the X axis. For the Y axis, what
precisely is the frequency? 1Is it the nunber of tines per
mont h?

A. No, this would be the nunber of nonths that a cost, if
you take, for exanple, that .25, that's 25 cents per pound of
solids. Gkay? Oher solids. And it wuld show that about 30
nonths had that |evel of cost in it over this time period of
January 2000 through Septenber of 2015.

Q Ckay.

A. W coul d have displayed this dispersion nore like | did
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i n those box-and-whi skers box, and I'msorry | didn't just now.
This also gives informati on about, you know, the range that we
see on these costs, and how frequently those costs occur.

Q Al right. So | want to go back now briefly to page 7,
and your statenment at the top, which is the USDSS nodel has
been updated to represent two nonths of the year in each of
2001, 2006, 2011, and now for 2014.

A, That's correct.

Q Now, there was a dairy Econom st nmeeting in Chicago in
2011, which | believe reported the 2006 results, correct?

A. That's correct. M colleague, Chuck Nichol son,
think, reported on those nodel results then.

Q Gkay. Do you have a copy of Exhibit 30 with you?

A | do.

Q So now you said that your colleague Chuck N chol son
reported them But, sothis is a, basically this is a copy of
a power point presentation, so it's 29 pages but two slides per
page, so it is basically 58 slides, correct?

A, That's correct.

Q And you said that, that your colleague Chuck N chol son
reported the results, but your nane is also listed on the power
poi nt, correct?

A. That's correct. And | have used the term"we" in ny
testinony here, because Dr. Nichol son has also worked with me

to assenble this 2014 data as wel|l.
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Q kay. And so you did work on the 2006 --

A, That's correct.

Q -- data, which was reported by 2011. Have you seen
this power point presentation before?

A Yes.

Q Ckay.

A It's been awhile, but, yes.

Q | don't know whether you need to |eaf through it, but
first | want you to authenticate it. Can you just say yes,
thisis --

A. Yes, this is certainly. | recall Dr. N cholson putting
this together and presenting this, this talk at our neeting.

Q And again, the "we" part nmeans you woul d have al so
hel ped himw th the underlying data and maybe sonet hing el se?

A, Yes, absolutely, yes.

Q kay. So | would like to turn, first, to page 8, and |
think we have tal ked sonmewhat about this, but this has two
slides regarding sonme revisions or changes. Could you just
tell ne alittle bit nore about what these two slides tell us
Wi th respect to the original nodel and the previous nodel ?

A. Sure. W added a nunmber of product categories to the
nodel at this point intime, toreflect alot of the
intermediate products in particular. W were seeing whey
protein concentrates, dry wheys, ultra-filtered mlk, and mlKk

protein concentrates, being produced in greater quantities and
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becom ng nore inportant as what we would call internediate
products, or products that would be used in other dairy
products. And so we explicitly expanded the nodel to include
those. That's what this particular slide is show ng.

We had al so, at that point in time, nade a few other
changes to the nodel as well in reporting some final product
categories. Mre recently, with the 2011 data, no, excuse ne,
with the 2006 data, the nodel was |ater updated to include
G eek yogurt as a separate category fromregular yogurt because
we had sonme questions on a research project to take a | ook at
G eek yogurts, so there have been nodel updates over tine.

W have added a few data points in time to represent
new processing plant |ocations, which neans, of course, that we
need to update the road network and, of course, as | indicated,
the data al ways need to be updated when we we run the nodel.

Q In the changes slide on the bottom you also |ist
non-linear yield functions based on use of cream and skim
fractions and internmediate products. And then you say, results
i n endogenous conposition. Could you explain a little bit nore
about that?

A Sure. W -- we finessed a bit about what the nodel was
doing in the mddle of its solutions here, so at one point in
time, we had dairy products that had to have very specific
conposition of ingredients. And what we al so realized, was

that, in fact, nost of our products that have standards of
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identity, have sone small range on conposition that's

al l owabl e. And we have done that in the nodel too, to indicate
where it's not particularly binding constraint. You can use
nore of the conponent to nmake a pound of cheese, for exanple.

If it's a particularly costlier binding constraint, then you
can use just a little bit less. But they are small w ndows
that are in there.

W al so wanted to nake sure in the nodel that we are
tracking every bit of conponent across the United States. So
as an exanple, when a plant brings in mlk, it has regionally
di fferent conposition, and the conponents are accounted for in
a plant are used for whatever they are used for there, and the
products that get shipped fromthere maybe as a final product
or an intermedi ate product, that we are not |osing or creating
conponents anywhere in the nodel. They are accounting
equations that were added here to assure ourselves that we had
this mass bal ance that was being fully represented and fully
responded to in the nodel, internally endogenously.

Q And | apologize, | should have asked you to | ook at
page 9, because | think that may also go to that point. The
two slides there, | think, list both the final products and I
think the internediate products that you just discussed.

A. That's correct. Uh-huh.

Q Ckay. Now, turning to page 10 at the bottom and then,

over the next couple of pages, you have got fuel costs
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scenari os and you have got changes in Cass | price surface
w th changes in fuel costs.

Do you see that?

A | do.

Q So what were you showing, or trying to show with that
slide and the slides that follow on pages 11 and 12?

A, Wll, this was a case where we were providing sone
emphasi s on the dual part of the solution to the nodels, and
were trying to assess the inpacts to the dairy industry of
changing fuel costs. This was at a tine when diesel fuel costs
has increased rather substantially. They have retreated
somewhat since then, but we wanted to get an idea about what
the inmpact on mlk values were of prices. So we ran the node
| ooking at the inpacts of these fuel prices at different
| evel s.

[f | remenber correctly, the $2.36 was the average fue
cost at the tine, and then we increased this to $3.50 a gallon
to reflect the current time period in which the nodel was run,
not the time period for which the data were represented. And
al so a $5 per gallon diesel fuel price.

Q Thisis for dass | analysis?

A.  These reports, | believe, were all Cdass I, but I would
have to |l ook to see. Yeah. They are Class | results.

Q Ckay. So looking at the May 2006, $2.36, that's the

| onest fuel level. And so when | look in California, Centra
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California, | see $1.20, correct?

A Yes.

Q Gkay. And if you used, using the smallest fuel |evel
I'mfiguring that that neans that by the time you get to
Fl orida you have sort of the snallest difference of these three
maps, because if you use the $5.00 fuel, you would end up with
a nmuch bigger difference by the time you get to Florida; is
that correct?

A, That's correct.

Q GCkay. So if we look at $2.36 on 11, it looks to ne
like $2 line runs right up al nost through Chicago?

A Yes.

Q Gkay. So that would be an 80 cent difference for
Cass | price surface fromCentral California to, up to
Chi cago?

A Yes.

Q Gkay. And I'mnot sure whether you brought it up with
you, but | did, during the break, |ook at your website, Dairy
Markets, which, as | think you told us, includes nore naps that
you didn't put in. And I'mnot asking to put it in, although
we could if we needed to, but when | |ooked at that, it |ooks
to ne like the central, the price in Central California is
$1.60, you don't have this with you, | just want to you -- do
you renenber what it would be?

A | don't recall. | wouldn't want to tal k about that
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unless | was looking at it, | guess.

Q Can | showit to you?

JUDGE CLI FTON: Yes, you may approach the witness. Do you
have it on your laptop, M. English?

MR ENGISH | do.
BY MR BESHORE:

Q So first, could you confirmthat that is from your
website, |I'mnot show ng you some bizarre docunent | created
for nyself?

A, Good luck with that. No, this is -- this is certainly
fromour website.

Q And for March of 2014, does that show $1.60 in Centra
California as the | owest value for the Class | price surface?
A I'mnot sure that it is the |owest value, but it is
just about the |owest value. | see a little corner clear up in
North Dakota that |ooks like $1.40 or something |like that, but

yes.

Q kay. But $1.60 in Central California, correct?

A Yes.

Q And then as | looked at it, it looks like the |lines for
Chi cago may have shifted just enough so it maybe actually
between two lines, but would it look like it's certainly at
| east 80 cents and maybe 90 cents now between Chi cago and
Central California, so somewhere in the $2.40 to $2.50 range?

A, Yes, it looks like it is about that, yes.
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JUDCGE CLI FTON: And Dr. Stephenson, what website are you
referring to as "our" website?
DR STEPHENSON: | used the "our" website to refer to the
dairy markets and policy website, which is dairymarkets.org
MR ENGISH Wiich is footnote one, your Honor.
JUDGE CLI FTON: Thank you.
MR ENGISH And if you go to,
dai rymar ket s. or g/ CA/ CL1 0314. bnp
which | think would be March 14, if the 0314 is right.
DR. STEPHENSON: That's correct, Cass |
MR ENGISH And it's a BD nmap, so it's -- but you can get
there directly fromfootnote 1.
G ve ne one mnute, your Honor.
JUDGE CLI FTON: Certainly.
BY MR ENGLI SH
Q Dr. Stephenson, thank you very much. Again, | mght be
back but | may al so have been conpl eted, and very nuch
appreci ate your com ng here today.
A, Sure.
JUDGE CLIFTON: Wio will ask the next questions of
Dr. Stephenson? M. Beshore.
MR ENGLISH |I'msorry. | apol ogize.
JUDGE CLIFTON: M. English?
MR. ENG.I SH. Since he doesn't have a | awer, someone needs

to nove in the exhibit. | would nove Exhibit 133, his
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testinony, and also at this time, his having authenticated it
and discussed it, | would nove adm ssion of Exhibit 30.

JUDGE CLI FTON: Let us start with Exhibit 133. Does anyone
w sh to question Dr. Stephenson before determ ning whether you
object? No one. |Is there any objection to the adm ssion into
evidence of Exhibit 133? There are none. Exhibit 133 is
admtted into evidence.

(Thereafter, Exhibit 133, was
received into evidence.)

JUDGE CLIFTON: Wth regard to Exhibit 30, does anyone w sh
to question Dr. Stephenson before determn ning whether you have
obj ections? No one. Are there any objections to the adm ssion
into evidence of Exhibit 33 -- I'"msorry, 30, thank you --
there are none. Exhibit 30 is admtted into evidence.

(Thereafter, Exhibit 30, was
received into evidence.)
JUDGE CLIFTON: M. Beshore?
CROSS- EXAM NATI ON
BY MR BESHORE:
Q Thank you, Marvin Beshore.
Good norning, again, Mrk.
A.  Good norning, Mrv.
Q | want to start with a couple of questions about the
whey survey. Do you have information with respect to the

geography of the plants that responded to the survey?
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A |1 do. O the -- there were, | believe it was 16
different states that have participated in this of the 62
plants that I'mreporting here, so it covered a fair geography.
| can describe the geography. | wll not reveal, as | don't
with any of these surveys that are considered proprietary
i nformation, specifically who has participated and who hasn't.
But we have had plants fromthe Northeast all the way to the
west, and states in between.

Q Can you reveal, or do you have and can you reveal any
concentration of the states? | nean, how nany were in
W sconsin, how nmany were in California, or any other
information of that nature?

A.  There were about a third of the plants that were in the
Upper M dwest, nost of themin Wsconsin; there were about a
third of the plants in the West, nost of themin California,
and the other third was di sbursed across the M deast and the
Nor t heast .

Q Ckay. So when you describe the Wst in that, when you
used the West in that term nol ogy, what are you includi ng?
What st ates?

A.  From Col orado roughly West.

I ncl udi ng | daho?
Yes.

And New Mexi co?

> O > O

Yes.
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Q Wth respect to, I'mon page 10, with respect to the
regul ation status of the plants, I'mnot sure there's nuch
significance to this, but it's come up a nunber of tines in the
hearing. Do you have any information with respect to whether
the pool plants have a nonpool side and/or vice versa? You
know, split plants, that kind of thing?

A. | know what you are tal king about, Marvin, but | didn't
ask that question.

Q ay.

A So this was sinply the response of a plant to a
question that is, you know, laid out here, exactly what is your
regul ation? These categories that were given were the ones
that word for word are on the survey and a plant woul d choose
bet ween t hose.

Q kay. And was there any, did you seek any information
W th respect to whether the category of unregul ated plants
purchased mlk that was, that was pool ed under Federal Orders?

A \Well, | did ask the question, or shown there the
response category shown in the second line there, of whether
the mlk that was purchased was al ready pool ed or was pool ed by
a cooperative, but that would have been the only option that
was avail abl e.

Q Ckay. Now, do you have any information with respect to
the portion of the mlk? Miybe | mssed it somewhere here.

But if you took a category of the plants that, for instance,
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nore than 3 mllion pounds of mlk per day, 12 plants, do you
know, and naybe, | apologize if you said it in here and | have
lost it, how many of those process the whey onsite?

A. Into final products?

Q Process it into -- in any nanner
A Wll, all of themwould have processed it in sone
manner or another, and | include the processing to be

concentration to be shipped to another plant for drying.

Q And of those -- of those plants, how nany processed it
into a final product, do you know that?

A, You know, | don't remenber precisely, but it was the
majority of those plants, but not all of them that | know.

Q Gkay. And the sane question, the sanme information with
respect to the plants, the 23 plants that were between
1 milion and 3 million pounds of m |k per day, how many of
t hose plants processed the whey onsite?

A.  To sonme degree all of themwould have done that.

Q Ckay.

A. Into final products, a small proportion.

Q Do you know what portion of the volune of mlKk
represented in the survey was processed onsite by plants into
final products, whey products?

A No, | didn't do that calculation. And again, |

provi ded categories or wanted to know, not -- excuse nme --
didn't provide categories. | reported these in categories for
6000
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plants. | let them choose what they entered in ternms of the
amount of mlk that they were bringing in, but I haven't done
that calculation yet. It wuld be a large proportion of whey
t hat was processed into final product at the plant.

Q Ckay. So without pulling the docunent out and going
t hrough the cal cul ations, there's an exhibit, it's 96 in the
record, that comes from CDFA, was prepared by CDFA, and it has
a range of, an array of cheese plants in the state by vol une
processed, much as you do here, and an indication of whether
they process whey or not. And when we have gone through it,
you can -- you can essentially, it doesn't identify any plants
or any such thing, but you can essentially determne that
roughly 85 percent, |'mnot being precise, but in that area of
the vol une of whey produced at plants is processed by the
plants onsite. And does that nmeet with your general know edge
of the industry?

A. | wouldn't be surprised at a nunber like that. |
again, would have to look at this. You know, again, when |
have the opportunity to go back in and further |ook at this, |
woul d i ke to know how representative the plants sanple is that
we have here. Is it over sanpled by smaller or larger plants?
But unquestionably, large plants, a single large plant can
provide a great deal of weighted average val ue.

Q Right. And in the industry today, those |arge plants

are processing their whey onsite.
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A, Mst of themare, not all

Q Mst of themare. GCkay. kay. So if in the area, |I'm
not being, pretending to be precise, but in the range of, you
know, between 85 percent of the whey is being processed to
finish products onsite, if we are talking about building
transportation and other related costs into a whey value, we're
really tal king about the 15 percent or so that's not in that
category, correct?

A. It is a reasonable thing to suggest, yes.

Q Well, I mean it's pretty nuch just arithmetic, right?

A It is, yes.

Q So --

JUDGE CLI FTON:. M. Beshore, the way you asked your
question it sounded to me |ike of the hundred percent that have
a whey stream 85 percent of those process onsite and the other
15 percent ship it. But what it -- but what that doesn't
reflect is how many of the whey streans are totally
unprocessed. So if you don't mnd, could you go back and ask
your question again?

MR, BESHORE: (Ckay. And | was attenpting to tal k about
vol umes as opposed to nunbers of plants, your Honor

JUDGE CLI FTON: But volunes of the whey streans that are
actually processed in sone way as opposed to total val ues of
whey streans.

MR. BESHORE: No. | was tal king about the total volume of
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whey generated by the universe of a cheese making industry.

JUDGE CLI FTON: So vol umes of whey gener at ed.

MR BESHORE: Correct.

JUDGE CLI FTON: So you are tal king about things that have
had a great deal of water renoved, no?

MR. BESHORE: |'mtal king about the raw whey stream from
the process of converting raw farmmlk into cheese.

JUDGE CLIFTON: Gkay. Al right. Gven that that's what
you are tal king about, Dr. Stephenson, help hi munderstand the
percentages that he wants to know.

DR. STEPHENSON. M understanding of M. Beshore's question
was of total volume of whey, not total nunber of plants. So |
answered it.

JUDCGE CLI FTON: Wen you say whey, what do you nean by
whey?

DR. STEPHENSON: | nean, if we think about all of the
cheese that's manufactured, regardl ess of plant nunbers or
pl ant sizes, total volune of cheese, there's a total volune of
whey that is a co-product of that processing. And | was
responding to M. Beshore's question of the 85 percent as being
the total volune of whey that is created in the cheese
manuf acturing process of the country.

JUDCGE CLIFTON: Is that what you wanted, M. Beshore,
rat her than the vol ume of whey strean®

MR, BESHORE: | think whey streamis another -- another
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manner, not whey -- another nmanner of describing the gross
vol ume of whey that is the result of cheese making.

JUDGE CLI FTON: (kay. Let me see if | understand this.
I''mgoing to hand himExhibit 96. And what | would like to you
understand and explain to ne, Dr. Stephenson, from Exhibit 96,
is how many of the plants that end up with left overs from
maki ng cheese, process that |iquid byproduct, which |I'm going
to call a whey stream into sone kind of whey product?

DR. STEPHENSON: Fromthis particular chart, if | was
following the logic | think of what M. Beshore was asking the
question for, | would say that that Goup 4 down through G oup
1 woul d probably be that volune of product which would not be
represented as final whey, at |east roughly by these nunbers on
here. So in other words, the 85 percent of volume of the --
boy, what is that -- 1.5.

MR, BESHORE: Basically, the 85 percent represents taking
just prorating in the categories where there's 4 out of 5 3
out of 6, I don't have it in front of ne, but if you prorate
the volune within those categories and aggregate it, just add
it up, you get in the md-80"s range of volume that is
indicated to have, as having been processed by those plants.
Does that |look -- just eyeballing it.

DR. STEPHENSON: Roughly, yes.

BY MR BESHORE:

Q kay. I'mnot trying to be, as | indicated, precise to
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the, you know, to the decimal percent, but roughly.

A Yes.

Q Gkay. And not tal king about plant nunbers, we're just
t al ki ng about gross vol ume of --

A | realize you don't want to tal k about plant nunbers,
yes.

Q Wll, no, there's been a lot of talk about plant
numbers, but | want to tal k about vol une.

A | realize that.

Q Ckay. Good. That's -- nmaybe just, you know, one
ot her, one other question or so on the whey, on the whey issue.

So when you have got information such as on Figure 9,

the histogram which | probably still don't understand, but I
don't really, | don't really need to.

A I'lIl take note of that. | won't use that in testinony
agai n.

Q What you are representing there involved val ues that
i ncl uded transportation costs?

A It did, and partial processing.

Q And partial processing. Very good. Thank you. Ckay.
So now | want to go to other parts of your testinony, you know,
t he USDSS nodel. And you have gone, you have -- your testinony
and, of course, all the supporting docunents, docunentation
relating to the USS systemin its evolution over the years and

its iteration, focuses in details what goes into the nodel, and
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there are many inputs.

A, That's correct.

Q Gkay. Wiat I'minterested in at the nonent is what
does not go into the nodel, and |I'mwondering if you have, if
that's ever been, if you have ever just note -- prepared, and
noted, and called to our attention, summarized, the things that
don't go into the nodel but that are part of the real world of
produci ng, processing, buying, selling, mlk dairy products.

A Yes, there are a nunber of things. | mean, first of
all, I would just say that we would al ways vi ew nodeling as
being a sinplification of reality, so there's a very good
reason why we don't include everything in here or don't try to.
There are also a fewthings that we didn't include at one point
intime that we do today because we think detail can be
i nportant.

Q Sure.

A, And that includes such things as the addition of those
intermediate and final products where we added categories, it
i ncl udes the nass bal anci ng being done all throughout the nodel
that wasn't done originally as well.

W have wanted to consider noving the nodel fromthe

sem -static state, well, it is actually a static nodel
Q I'msorry to interrupt you, but that's the point
wanted to get to. It was described as a dynam c nodel, and

that, in terns of the use of that termin econonetric nodeling,
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that's not correct, is it?

A. This is not an econonetric nodel. It is an economc
nodel , but not an econonetric nodel.

Q Gkay. An economc nodel, it is not a dynam c nodel

A It is not. It takes a snapshot at one point in time
and it is says, given the econom c forces that people were
operating under at that point in tinme, how nuch mlk did they
choose to produce at the farmlevel, how nuch dairy product did
consuners choose to consunme, we take those as given, and then
we | ook at all of this information in the mddle and provide
incites fromthe nodel's solution of that. So it is static as
a point intine.

I think the reference that | understood in terns of
dynam ¢ was that the structure of the nodel, the data of the
nodel have changed over the years that we have been working on
it.

Q Rght. Gkay. So it's been updated over tine?

A, Several tinmes, yes.

Q As you have described. GCkay. Now, so | want to get to
what's not in the nodel. Gay? So in terns of decision making
of all participants along the chain fromfarmto consuner,
would it be correct that what the nodel assunes is that all
deci sion making is done solely with respect to | ow cost of
purchase or of input or purchase?

A. | would go further than that and say that we don't have
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purchase costs in the nodel, we have costs of transportation,
costs of transformation of mlk into products, for exanple,
those kinds of things. And we say, mnimze these costs for
us. So in economc theory, in a perfectly conpetitive world,
mnimzing costs takes us to the sanme solution as we have with
profit maxim zation.

Q Ckay.

A, If prices would have been included in here and it was a
perfectly conpetitive world, we would get the sanme sol ution by
maxi m zing profits.

Q ay. And so, in essence, the only determ nant of the
novements of product is the cost.

A. That's correct.

Q Solet's look --

A \Well, okay. Let me back up. It is correct in so far
as that is the primary thing that's driving it, subject to al
the constraints that we have in the nodel that you can't create
cheese out of nothing, you know, for exanple, or you have to
satisfy the demands for these products at all these different
| ocations. But costs are the things that are driving the
preci se nodel solution, that's why there's only one solution to
any nodel run like this, not a thousand, not a mllion.

Q Okay. Soin terms of the plants then, one, | think |
have heard before and today, that capacity is not a constraint

in the nodel, plant capacity.
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A. It can be, we have built that in there, but we don't
have enough information on real capacities of all plants to be
able to utilize that in a way that we feel confortable with, so
we do try to go back after we have done a solution on a node
like this, to the things this we can observe and say how wel |
does this replicate what we think happens in the reel world?

W have had many opportunities to have people tell us that, oh,
you know, that this is actually indicating what prem uns are
pretty much in different regions of the country, this is the

ki nd of novenments that we see for mlk and dairy products. And
again, not just relying on people's testinony to us about how
well it replicates their experience, we can |ook at U S. val ues
for some things Iike the volume of five product categories to
say, i s the nodel reproducing what we observe to happen in the
world, or inour US. dairy world, in ternms of the volume of
product processed.

Q So the answer is, there are, while you have constraints
sone data on constraints, constraint is not a -- plant capacity
is not a constraint in any of the -- that is used in generating
any of the -- any of the nodel results that you have reviewed
here today?

A. That's correct. The nodel could make a plant bigger
than it actually is, or it can choose to not process at a
| ocation where it actually does get processed.

Q Gkay. And so just another non-factor in the data that
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goes to the nodel is the ownership structure of the plants,
correct?

A. That's correct. W don't -- well, I'"mnot sure how you
woul d suggest we shoul d break ownership out, but we coul d | ook
at proprietary versus cooperative ownership, and we don't do
t hat .

Q Ckay. So that's -- that's really the categories |I was
t hi nki ng about.

A Ckay.

Q Ckay. And that's not been done and doesn't, is not
reflected in any of the results?

A, That's correct.

Q Gkay. And so another, you know, limtation of what is
involved in the nodel is the products that are, that are
assuned to be produced in the nodel. | mean, and |'m | ooking
at the revised nodel final products on page 9 | think of the
power point Exhibit 30, if you can, if you have that.

A It was given to nme, yes.

Q Yes. Right. |If you have it available to you?

A |1 do.

Q Gkay. So when we look at this, and I'minterested in
cheese, okay? What | see is, and what |, and tell nme if this
is right, what | understand is that the cheese soon to be
produced and therefore nodeled, is in two categories, cheddar

cheese and ot her cheese, correct?
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A. Yes. And actually, cheddar, rather than using the
title cheddar, it woul d have been better to use American cheese
here. But other would include everything but the
Areri can-styl e cheeses.

Q Ckay. So I was wondering about the cheddar versus
Arerican because one of the figures on, you know, in your
prepared testinony, tal ks about Anerican cheese, Figure 2.

A Yes.

Q kay. So | think you're telling me that the nodel
final products, revised nodel final products on page 9 of
Exhi bit 30, which says cheddar is not precisely correct, it
shoul d say Ameri can.

A. Cheddar is a bit restrictive. W are really including
Areri can-styl e cheeses there.

Q kay. And so what do you include then, in
Arerican-styl e cheeses?

A. Mst all of the products that are reported as
Arerican-style cheeses by USDA. In fact, all of the products
that are included in there that are reported by USDA. So this
certainly would not include Italian-style cheeses where you
m ght ask what are those products? Mozzarella would certainly
be a | arge one, but all of the provol one, parmesan products
that are fairly different fromone another, and yet are called
[talian, too.

Q So when you use the Anmerican cheese category then for
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consunpti on, does ERS report consunption of American cheese?

A. | believe that they do, but | would have to go back and
take a | ook to see whether they do or not.

Q Gkay. And if they don't, you would have, you woul d
have, they m xed consunption through some use of whatever they
do report?

A. ERS reports a few things on a regular basis and they
report a nunber of consunption studies that they have done only
very periodically, occasionally. And they have had a fairly
extensive report several years ago that included a | ot nore
varieties than they are reporting regularly in their dairy data
spreadsheet s.

Q Ckay. So American cheese represents what, 20, 25
percent of cheese production now?

A | believe it's about that, yes.

Q In that area somewhere?

A Yeah.

Q Sois there -- Myzzarella is not included here. That's
a separate category?

A. Not as a separate category, that's correct.

Q O Italians, you didn't either. So essentially, your
out put would kind of lunmp together Feta, CGouda, Gorgonzol a,
par nesan, provolone, Myzzarella, H spanic, etcetera, etcetera
correct? As other cheese?

A.  \Wen you are aggregating the data for this, all of
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t hose product categories go into other, that's correct.

Q And you --

A, As | nentioned, this page 9 |looking at the fina
product categories, lists sinply yogurt here. After this talk
was given, and for another research project, we disaggregated
yogurt into Geek yogurt and other yogurt. OCkay?

So we would typically think about trying to
di saggregate things at a point in tine when we have a
researchabl e question for which it's inportant to make that
distinction. You will also notice that there were four MPC
products, which seens |ike overkill perhaps.

Q You mght think that.

A. But that was for a particular research task that was
bei ng done.

Q So and that was a task where, is it fair to, to guess,
t hat sonmebody retained your services or the University's
services to nodel a specific project relating to MPC products?

A It was, yes.

Q Ckay. And so over tine, you know, what, you know, the
various elenents of the nodel, what's in and what's out,

i ncluding that, have been craft, have been just evolved with
respect to what you have been asked to do.

A, Sure.

Q Ckay. Let ne look at, or let's stay on Figure 2 there

a mnute. On Figure 2, all these Anmerican cheese |ines go one
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way. |s that because they are only showing, | nean, why is
that? You are not, in any way, representing that cheese only
nmoves West to East in the United States?

A. No, no. In fact, there are a few |l ocations here where
| can see in the State of Washington or even California, for
exanpl e where it is going East to West, so there are a few --

Q Towards the coast? Do you nean towards the coast?

A. Sure. Sure.

Q ay.

A.  But predominantly, and recall that this is a nodel that
woul d say if we had a conpletely coordinated supply chain where
one person could make the best possible solution, this wuld be
the | owest cost solution to nove product in this fashion. W
know it doesn't all nmove in this fashion, and in many cases
it's because we have branding and product is going to nove east
and west and north and south. And yet we woul d al so recogni ze,
I think, fromresults like this, that that, in some cases, is
nmovi ng agai nst an econom c stream You are SW nmming upstream
There's a current there that nmakes it nore difficult to do it.
Per haps you can carry that on the basis of branding.

Q Rght. And that's because people are people and they
are not robots when they do these consum ng things, right?

A No.

Q | nmean, that's the effect of branding, isn't it correct

the effect of branding and other factors that can't be built
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into a nodel like this, are the human factors involved in the
mar ket pl ace?

A. They could be built into a nodel like this, except that
we don't feel that that was inportant to answer the questions
at the time that the nodel was done.

Q Ckay. So there's been testinony in the hearing about,
for instance, yesterday, from cheese nakers in Wsconsin, that
you know, they are selling cheese in California, and that's not
shown on here. At least | don't see any |lines going from
Wsconsin to California. So is that because of branding?
mean, they are swinmmng upstreamin your view of the economcs,
that's --

A, That's correct.

Q ~-- that's depicted here. |s that because of branding,
quality, human factors, history?

A, Sure.

Q Al those things?

A Yes.

Q Ckay. And the same thing for the fact that cheddar
cheese in Vermont has, it's been noted, is available in Covis,
made in Vernont, has been branded in Vernont, is available in
Covis. That's due to all those factors al so?

A Yes, it is.

Q Ckay. Let ne goto Figure 4, if we could, in

Exhibit 133. So just in terns of arithnetic again, which is
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about as high an order of calculation as | can do. Your
narrative says, "the difference between Central California and
Chicago is about 70 cents per hundredweight." So you're
conparing the 10 to the 80, is that what that nunber is?

A Wll, yes. W have the 10 to the 80, and that, yes,
precisely. | did look at specific points, and | think that it
was 77 cents was a difference between a |ocation closes to
Chicago and in Central California.

Q So | just wondered, just out of curiosity, why would
you conpare Central California, which is a production center of
cheese, to Chicago which is, there aren't any cheese plants in
Chi cago?

A. There are sonme pretty close. The reason | did that is
that conceptual |y when we think about what has to happen out
here, if we have major mlk surplus regions, i.e. the Wst and
the Upper Mdwest, if product is going to be conpetitive for
t hose East Coast nmarkets, it has to get to a place, a point
l'i ke Chicago, for exanple, at about the sane conpetitive price
before it noves onto the Eastern Metropolitan regions. And
that's why I chose Chicago. It is a bit random but
neverthel ess, this is showng you that there is a surface, a
flowthat is generally from Northwest to Southeast.

Q Right. Now, | understand that. But if you were,
really, if you were conparing cheese plants in California

versus those in, you know, in the Upper Mdwest, you would be
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conparing 10 to 60 in Wsconsin probably, so the m ddle of
W sconsin or maybe 50 in M nnesota? Wuld you not?

A, Wth the exception that if we were conpeting for
Eastern markets, | doubt that we would take cheese up into an
encl osed pocket behind the G eat Lakes before we would go down
to the south of them and nove toward those Eastern narkets,
that's why | showed that.

Q But, and | understand why you showed that, but if there
W |l be persons in this, participants in this hearing who you
woul d wel | know woul d be wanting to use your testinony to base
mlk prices off of, wouldn't you properly use your information,
if you wanted to do that, conpare points of production to point
of production in terns of the relative difference?

A.  Again, the nodel can choose to produce cheese where it
wants to in the volunes that it does, as long as there's a
plant in any location. So it's every bit as valid to conpare
it to a New York state plant, for exanple, in here as well.

You nake the case where you will, | guess, Marvin, but
it seemed sensible to nme to think about it in a region where we
coul d both launch from points of econom c conpetitiveness.

Q Gkay. So if you were |aunching fromM nnesota and
California to a point in Chicago, Mnnesota would start at 40
cents nore than California, not 80 nore.

A It would have to get down to Chicago, yes. There's a

difference of price fromthere for sure, yes.
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Q Ckay. And you may have explained this and | mssed it,
but why woul d the nodel generate the |owest price in the area
of Northern California and Southern Oregon, which is the zero
circle as far as | can tell, where there's mnimal mlk and
m ni mal cheese?

A, And m ninal popul ati on.

Q And m nimal popul ation?

A. | mean, that's an inportant driver of all this, too.

It takes all of that into account at the time that it solves,
as well as the demand for all of the other dairy products in
here, so it's not just cheese that it's solving for, I"'monly
reporting cheese in this one graphic.

Q Gkay. But all the other products factor into that as
wel | ?

A, Yes, they do, sure.

Q And tell nme again. You don't, the nodel, |'mpretty
sure you testified to this and | nmade a note of it and | wanted
to try to understand. The nobdel does not give any priority to
O ass | production, correct?

A. No, it does not.

Q O 2or 3 or 47

A. No, they are all going to have their needs net.

Q Now, on Figure 4, and again, you mght have expl ai ned
this and | mssed it, New England' s white doesn't show any

price or anything up there, but we know there's cheese up there
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in Vermont. So what does that nean?

A Well, it is an indication that there's not nuch
processing that the nodel wanted to do in that area. There's
some. | nean, you can see, for instance, in, I'mnot sure what
that, maybe Chateaugay |ocation in Northern New York, there's a
plant that's being used and there's a smaller one in Vernont,
but again, the volume was snall enough that the map just didn't
pi ck that up. So, nothing personal, but the nodel's rather
I npassi onat e about that.

Q Andif it is not significant, it doesn't, not
considered to be significant within the nodel's paraneters of
reference, it just doesn't showit?

A, You could color it out further if you want to. W
have -- we have done that occasionally in the past, this is
just where the particular mapping software that we do just says
there's not enough information out there to find the krieging
algorithmto color it further. So you are you are getting
out side the boundary at which I would say I'mconfident in
giving you spatial mlk val ues.

Q You don't really know what the value mght be up in
Ver nont ?

A If it was really inportant to you for this particular
hearing, we could probably, you know, focus in on that.

Q Ckay. On Figure 3, which, you know, you explai ned why

we really can't read it, at least | can't. Do you know what
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the, what the values were in in the Northeast?

A, You know, | can't read this, Marv, and | didn't go back
to look at that. W could pull up the docunment. | think that
it has some values init. If it doesn't, we can -- we can lift
those val ues out of earlier nmodel runs that were done from
saved dat a.

Q Ckay. Let's turnto Figure 5 which is on page 8.

A. By the way, | would say that the docunent that's

referenced here fromwhich this map was taken --

Q Yes.
A.  -- has a nmuch broader discussion about what this
Cass Il price surface actually is, or was. O indeed the

ot her manufactured price surface was as wel | .

Q That's the 98 iteration, or the 98 --

A Yes, it is. That's correct. It's referenced, you can
pull it up, and it could be submtted if you would like to do
t hat .

Q Ckay. On Figure 5, which is on page 8. Wuld you
agree that the green areas showi ng increases in mlk production
during the ten-year period here, inply that it was, that
docunent | guess, that it was profitable to produce mlk in
t hose areas?

A No. | think that it probably was, but | can't inply
that fromwhat's happened here. There certainly has been

nomentum there certainly has been growh, and | woul d assune
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that producers made deci sions about how nuch milk they wanted
to produce based on that.

Q But there could have been sone collective irrationality
which led to some of these, sone of these green outbursts?

A Wll, it is one of the issues that | think the dairy
industry has. W have, at the milk production decision |evel,
40, 000 i ndependent decisions that are being made, on a daily
basis, | mght add, and it's not a coordinated supply chain

Q Ckay. And those aren't decisions that you can, you can
nodel in any particular fashion, right?

A W try to do that with the very different type of node
than |'mreporting here, but yes, they are very persona
deci si ons.

Q ay.

A And reflect different groups of assets that people have
to work with.

Q Gkay. Now, going on to pages 9 and 10 in Exhibit 133.
Now, here's where you are discussing mnimmclass prices. And
at the top of page 10 you reference sone of the history of USDA
use of regional prices for manufacturing mlk values, in
particular Illa or butter powder. Do you recall that?

A. | do, yes.

Q kay. And as you, | think, report, there was a tine
that USDA experimented, if you will, with nultiple regional

prices for those manufactured product val ues, correct?
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A, And it goes back much further than this. | nmean, USDA
and Federal M|k Marketing Orders had very different regional
prices fairly early in their evolution.

Q Rght. Yeah, and if you go back far enough, there were
probably, you know, 10 or 15 or maybe even nore different
prices for the sane manufactured product values in the system

A Yes.

Q Gkay. And over tine, that has, policy has evolved in
USDA so that those regional price differences have been
el imnated, correct?

A. W have four product price fornmulas now.

Q Rght. And since 2000, the final decision in Federa
Order Reformin 2000, all of the regional differences in
Cass Il were elimnated so that there's one national price
for dass Il and the same thing for Cass IV, correct?

A, That's correct, and that was stated in here.

Q Rght. That was done by the USDA as a policy decision
when they had before themin the hearing record, anong other
things, Figure 3 of Exhibit 133, correct?

A. Yes. That's correct.

Q And other, and other, you know, price nodels that were
generated in that process of Federal O der Reformwhen you were
retained by the Departnent to provide input into the -- that is
you being Cornell generally -- retained by the Department for

input into the process?
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A, Correct.
Q kay. So | think I have one final area of questions to
explore at the, and then I'Il be done for now

On page 14, the concluding sentence of the first
par agraph under sunmary, you express a fear that "inposing the
current, our current Federal Oder Class Ill product price
fornula on the California dairy industry could, over tinmne,
affect cheese plant profitability sufficiently to cause a
significant shift in ownership of cheese pants fromproprietary
firms to a cooperative structure where | osses can be rebl ended
back to menbers.”

Now, | want you to tell me where, if anywhere, you have
observed that occurring in the rest of the country that has
been under the current Federal Order Class Ill product price
formul as?

A Wll, Marv, that's why | put sonething like this in a
summary. This is based on, | guess what | would call ny
prof essional judgnent in |ooking at and working with an
i ndustry over nore than 30 years, and the concerns that | have.
That 30 cent difference that we had back in the 1990's for
cheese prices has been absorbed into the regulated pricing
system we have, with sonme problens in regions of the country,
as noted in the testinmony, but has been workable. But | think
it's a different thing when we start to | ook at the

promnul gation of 20 percent, an additional 20 percent of the
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m |k supply being regulated in the same fashion at a tine when
that difference is nuch larger than the 30 cents we had before.
I''mconcerned that it woul d cause disorderly marketing

condi tions.

Q M question was not precise enough, | fear.

A, Sharpenit. And | wll try to answer it.

Q Now, where, if anywhere, have you observed changes in
ownership of cheese plants occurring fromproprietary firns
going fromproprietary firns to cooperative structure in the
country?

A In a regul ated systen®

Q Yes.

A. | could |ook at the Southwest as an exanple, at |east
partially. Oher areas where we see the issue of profitability
bei ng chall enged in the Northwest, and you know, reblending
that has to occur back to nmenbers. It is an issue. That's not
a transfer of ownership, but |'msuggesting that markets w ||
win. At some point along the way they are going to have to
express what they need to express in one formor another, and
if we regulate a mninumprice above market clearing |evels,
there are relatively few rel ease valves for that kind of a
probl em

Q Ckay. Do I understand that you have not actually seen
any change of ownership of cheese plants for proprietary firmns

to a cooperative structure anywhere in the country?
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A. | nentioned the Southwest where at |east we have a
portion of a plant that has noved over to cooperative
owner shi p.

Q Mved over or been built by cooperatives?

A On the other side of the wall, that's correct.

Q So there hasn't been any change in structure from
proprietary to cooperative there, has there?

A No.

Q Thank you. And is there, can you cite any instances
where what you fear will occur, has, in fact, occurred?

A, Not of, that |I can think of off the top of ny head,
Marv.

Q Gkay. Wth respect to, you have used the term you
know, disorderly marketing. |1Is that, there's been a | ot of use
of that termand it's basically been sort of in the eye of the
testifier at the time, or the behol der.

Are you -- let me try torelate that. | think you have

tried to relate it sonewhere and | don't have the page here, to

market clearing issues. |Is that fair? Do you relate those two
t hi ngs?
A, Yes, | think that the termdisorderly marketing is a

very fuzzy term It's one of those things that we appear to
know it when we see it, but we have a hard time precisely
defining it. And | think that historically we have defined

this as market failure issues, where we had prices that perhaps
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were spiralling downward out of control as a result of
conpetition and required at |east regulation in the marketpl ace
to say, let's provide some boundaries at |east for the markets.

Q Gkay. Do you understand it to put any constraints upon
the distances in which farmm |k noves fromfarmto market?

A. | wouldn't describe disorderly marketing that way, but
| think that if we saw mlk noving in both directions, for
exanpl e, then that woul d be a question mark. Wy should it
move necessarily in two directions? Al though we see this
sonet i nes.

Q Right. For instance, you may or may not be aware in
California, because the state can't price interstate nmovenents
of mlk, it has led to novenents that may occur because of
those regulatory conditions. Are you aware of that?

A Yes, | am And we have had instances in the past where
we had to have changes in Federal Order rules as well, Federal
Orders thenselves, wth pooling issues, for exanple, when, you
know, m |k was either noving |ong distances to or at |east
being pull ed on distant markets.

Q Mostly being pool ed without noving?

A. Mostly being pooled without noving.

Q Gkay. | think I that's all | have right now, Mark.
Thank you very much.

JUDGE CLI FTON: M. Beshore, thank you. Vo next has

questions for Dr. Stephenson? M. English?
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MR. ENGLI SH: | |ooked at ny watch and | |ooked at the
court reporter, and we have gone now | think an hour and 35 or
an hour and 40 m nutes, and she seens to be indicating the need
for a break.

JUDGE CLIFTON: Al right. Let me get a show of hands.
The choices are break for lunch or break for 10 or 15 m nutes.
So | would Iike to ask first, how many of you would prefer that
when we break nowit wll be for lunch? Please raise your
hand. And how many will prefer that we break for 10 or 15
m nut es?

MR, ENGISH W can do either, | guess.

JUDGE CLIFTON: The mmjority want to break for |unch.
Dr. Stephenson, how long are you available to us today?

DR. STEPHENSON. | can be here the whol e day.

JUDGE CLI FTON: Excellent. Thank you. Let us break for
lunch. Is it -- let nme ask this, is it awkward for
Dr. Stephenson to acconpany groups of proponents? | don't
know, you know, he's not --

MR. ENGLISH: That's up to him

JUDCGE CLIFTON. Al right. So let himmake his choice. It
Is 12:20. Please be back and ready to go at 1:35. 1:35.

(Wher eupon, a break was taken.)

---000- - -

6027

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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

VEDNESDAY, NOVEMBER 4, 2015 - - AFTERNOON SESSI ON
JUDGE CLI FTON: We're back on record at 1:37. Wwo wll be
the next person with questions for Dr. Stephenson? M. Vetne?
CROSS- EXAM NATI ON
BY MR VETNE:
Q John Vetne, representative for H |l mar Cheese.
Good afternoon, Dr. Stephenson. Thank you

A CGood afternoon.

Q Thank you for coming. Wile it's fresh on nmy mnd, |
want to go to some of the recent questions and answers that you
had, | think the focus was on, on the conversion of
manufacturing facilities fromproprietary to cooperative-owned.
Wul d you agree with me that the business nodel of a
cooperative is a bit different than a business nodel of a
for-profit corporation?

A, Yes, | would agree with that.

Q And one of the elenents in cooperative decision nmaking
istotry to have a hone for the mlk of all menbers; is that
correct?

A In nost cooperatives, that's historically been the
case, yes.

Q And have you observed, during your professional career
that neeting that objective, occasionally, if not frequently,
requires a cooperative to operate a manufacturing plant at a

| oss conmpared to a for-profit business nodel ?
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A It is a cost that's borne by nmany of the cooperatives
t hat choose to have bal ancing services and functions in the
mar ket pl ace, that's correct.

Q What do you nean by bal anci ng services?

A. | nean that we have mlk that is produced 365 days a
year, and not always demanded at all plants. Historically,
fluid plants have been processed seven days a week, and the
mlk that is not processed has to be taken care of, and
cooperatives often will pick that up and either balance it
thensel ves or find other plants who are willing to take it, and
seasonal |y those inbal ances in supply and demand are al so often
chal  engi ng that cooperatives are picking up the additional
cost of bal ancing the market pl ace.

Q And beyond just balancing a narket for O ass
pur poses, there are occasi ons when just the supply exceeds
demand for Class | and Il, and it has to put somewhere. |Is
that also a conponent, finding a home for that mlk?

A Yes. It's not always manufactured by the cooperatives,
but typically they will be |ooking for a home for that wherever
they can, and that's often found in other nanufactured and nore
storabl e dairy products.

Q Wuld you agree with nme that the cooperative
manuf acturing practices in the Pacific Northwest where
cooperatives, several, nore than one cooperative operate both

cheese and butter powder facilities, that that is a function
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served by those plants to find a home for the cooperative mlk?

A.  Yes, | think that those cooperatives and those plants
are doing just exactly that.

Q Yeah.

A As well as just narkets for the nenber product anyway.

It is not always just a market of last resort, but they have
regul ar channels, of course, that they are al so servicing.

Q \Wenever a cooperative operates a manufacturing plant,
what ever the objective, find a home for mlk or bal ancing the
cooperative, will, and has a fiduciary duty to, its menbers to
mar ket at the best prices they possibly can, correct?

A.  Absolutely.

Q Have you observed circunstances where the surplus or
resi dual supply of the narket has nmoved from bei ng processed by
proprietors to cooperatives, though not necessarily in the sanme
product m x, such as it becane unprofitable to operate a cheese
pl ant so the cheese plant closed and then that volume went to
either an existing or newy constructed cooperative powder
pl ant ?

A Yes, there certainly have been any nunber of instances
where proprietary or cooperatively-owned plants have been
cl osed and the volunme of product noved sonewhere el se, and
usually it's, if there are cooperatives marketing in the area,
they are the ones that have done the work and absorbed the cost

of finding the home for the product.
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Q kay. And just as a matter of practical common sense
i nvestnent, where there is an opportunity for a proprietor to
build a plant and make a profit, projected profit, you would
expect to see a proprietor engaged in that function in that
mar ket ?

A Yes, | would. But I mean, maybe restate the question,
that seens nore |ike a conclusion than a question.

Q It is aconclusion. I'masking if you would agree
because | want to go the Pacific Northwest. There isn't a |ot
of proprietary cheese maki ng done up there, is there?

A. Not in the Northwest, no.

Q Gkay. And you are aware that cooperatives there have
occasionally suffered challenges, if not |osses, because of
federal pricing, and have done what they coul d, including
depooling m |k and bl ending those costs back to their
producers?

A Yes, I'"'maware of that.

Q Ckay. Now, | want to go to page 4, and | have to go to
ny desk for just a second and get ny little screen.

JUDGE CLIFTON: Certainly, M. Vetne. So we're in
Exhi bit 133, page 4.
MR. VETNE: That is correct, your Honor.
BY MR VETNE:
Q The least cost American cheese processing location in

flows shown in this map, does, for that product, the nodel use
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data, fromsay March of 2014 on the vol une of American cheese
produced in California and find a nost efficient distribution
for that cheese?

A, No, the nodel doesn't know that. What the nodel has
done is to, in the data that we are pulling together and
supplying to the nmodel, it would determ ne what the donestic
consunption needs were in that particular nmonth in every county
of the contiguous 48 states, and for export, and for changes in
stock levels of those products. And it would then, through
solution, try to find the |east cost neans of supplying that.
So the nodel's pretty agnostic as far as where does the product
come from as long as it achieves the | owest cost.

Q Ckay. So as to where the product conmes from the node
sol ves production and distribution efficiency nationally,
correct?

A, That's correct.

Q Ckay. Let ne see if | understand a bit nore about the
what the nodel does. Say we're looking at California. The
nodel knows sonet hing about the population of California,
correct?

A, That's correct.

Q And the nodel knows sonething about per capita
consunption of fluid mlk products, correct?

A, Correct.

Q And the nodel solves demand for fluid mlk in the | east
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ef ficient manner possible, correct?

A, The nost efficient.

Q Boy, yes, thank you for getting that.

JUDGE CLI FTON:  Now, M. Vetne, you switched gears on ne,
because you had directed his attention to American cheese and
you just said mlk. So | just want to make sure we're still
tal ki ng about --

MR. VETNE: We digressed.

JUDGE CLIFTON:  Ckay.

MR. VETNE: We digressed fromFigure 2 for a nonent.

JUDGE CLIFTON:  Ckay.

BY MR VETNE:

Q And the nodel does sonmething simlar for soft products,
class, Federal Class Il. It knows the population, it knows per
capita consunption, and will find a | east cost source of mlKk
and distribution in California, if that's available, correct?

A, That's correct.

Q Ckay. And the same would be true for Cass IIl and IV.
The nmodel knows somnet hing about per capita cheese consunption,
popul ation, and for --

A.  For the products that are involved in Cass Ill and |V,
that's correct. This is a product-driven nodel, but once those
products are derived, then we can |l ook at the value of mlk
going into the plants producing those products that we

associate with Cass Il or 4b, or whatever it happens to be.
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Q kay. So basically if thereis, in this nodel, and
again, using California for an illustration, if thereis
production exceeding | ocal demand for mlk and m |k products of
t hat popul ation, the nodel seeks to export mlk in the forner
products, or even fluid if the nodel can solve it, in the nost
efficient way possible.

A, That's correct. And of course there are cross-state,
cross-border novenments here of mlk and other dairy products.

Q ay. Do you have Exhibit 30 in front of you, or
near by?

A | do.

Q Handy? Let's see, on nunbered page 20 in the version
t hat appears on ny screen here, there are flows for fluid for
May 2006, and flows for cheese for May 2006, at a fuel cost for
cheese of $2.36 per gallon. Do you see that?

A. | do. Un-huh

Q And I'mlooking at that map and eyeballing it and
conparing it alittle to, well, not alittle, totally to
Figure 2 in your testinony. And it |looks |like the distribution
flowin Exhibit 30, page 20, is a bit broader and a bit nore
robust than in your testinmony in Figure 2. |Is that because the
Exhibit 30 flows were for cheese, and in your testinony the
flows were for a portion of the cheese being American cheese?

A You know, ny apol ogies, but | don't renenber. This was

several years ago when this was created. The title says
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cheese, I'mgoing to assune that it was for all cheese,
aggregate cheese, as opposed to Anerican cheese, but | don't
know that for sure.

Q Gkay. And do you recall, because there were simlar
product flow, there was simlar product flow information and
mappi ng in the 1996 report based on cal endar year 1993, nmilk
and product production, which was al so | abel ed cheese.

Do you recall whether that was all cheese or --

A | don't. | would really have to go back and | ook.

Q Ckay. So you were -- you were asked some questions
what the nodel does not include. It does not include, if I
coul d categorize that, any human deci sion which woul d create
inefficiency or cost above the nost efficient distribution.

A. That's correct. | nean, there are really only three
human deci sions that are considered in this nodel, or taken as
given. That is, the decision for how nuch mlk to produce and
where, how nuch dairy product to consunme and where, and where
were plants built to produce certain products.

Q kay. On yeah, that's the other thing. | remenber the
1996 report on 1993 data showed a triangle just in North
CGeorgia distributing cheese into Florida. There's no
significant cheese capacity in the Southeast anynore, is there?

A, Not nuch, no. They are very small.

Q Okay. So let's take a couple of illustrations of
what's not in there. |'mgoing to ask you, you know, if you
6035

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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

i ntroduce that conponent, how it mght affect the observations.
Let's say that California consumer demand for cheese, 30
percent of it is satisfied by cheese com ng from sonepl ace
el se, either fromacross the ocean, or from Wshington, O egon,
or fromWsconsin, ldaho it doesn't natter, but 30 percent of
consunption is fromoutside of California, which the node
woul d not accept because it is inefficient, but what would that
do to the distribution flow fromCalifornia of now 30 percent
has been di spl aced?

A, Let ne ask a clarifying question --

Q Yes, please.

A -- if | mght. For exanple, are you saying that that
demand exi sted but we're satisfying it fromoutside the area --

Q Yes.

A -- or that we sinply no | onger have 30 percent of the
demand in California that we did?

Q Yeah, the demand is exactly the sane as the nodel
They are, the demand is an existing demand, but 30 percent of
it is satisfied fromcheese originating outside of the state.

A And this is something we could do. W could say, for
exanple, | want to make sure that 30 percent of the cheese
that's consuned in California is processed in Vernont, or
sonething like that. And if you do that, what you observe
always is that you have increased the cost to the nodel for

havi ng i nposed that additional constraint on it, and it does
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have to reorder essentially everything that's there to a snmall
degree, or potentially could reorder that. So, for example,
the mlk that woul d have been used from California to process
into cheese and otherwi se flowinto other parts of maybe nost
l'i kely the Southeast, m ght be | ooking for an additional hone
somewhere el se, perhaps even back in Vernont, although, |ess
likely.

Q Gkay. And if there were capacity in California to
handl e it, there would be additional product produced, so
whet her it's cheese or nonfat dry mlk --

A. That's true

Q -- and that who have to be marketed sonepl ace.

A. That's correct. As | said, anything that's an
addi tional constraint along those lines or that woul d happen,
will increase the cost to the whole system

Q Ckay. So to the extent that there are, as we know
there are, human decisions that create costs that are
unacceptable to the nodel, the nodel provides, as | understand
it, some kind of directional indicator of where the prices and
price relationships would go; is that right? You start with
the nost efficient, and once you add costs, you sort of know
the direction but you don't know where it ends up.

A. \Well, when the nodel has solved the solution, we can
| ook at these dual values, if you will. And it is essentially

saying, what we would be willing to pay, or up to how much

6037

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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

would we be willing to pay for an extra hundredwei ght of mlk
to just drop in out of the sky at this particular location? In
ot her words, by how nuch could | reduce the entire cost of
solving this U S. dairy nodel if | had one nore hundredwei ght
of mlk at this point at this location? It is a marginal value
of the ml|k and product at that |ocation.

Q Ckay.

A, And you are now suggesting, | think, through this
question, that we would have the equival ent of another 30
percent of the mlk used in cheese consunption in California
available in California, potentially, to be used for cheese
manufacture or butter powder manufacturer or fluid mlk or
anyt hi ng el se.

Q kay. And following that, let's assume the 30 percent
is displaced. |If we use the nodel for a starting point, how
woul d you expect to see that, if it is perceptible, in a price
surface, as on page 7?

A Those additional quantities of mlk in that area that
are not satisfying its highest and best use at the tine, would
be expected to |ower the marginal value of mlk, and |ikew se,
the additional demand or requirement for that mlk, say, in a
plant in Vernont that's now making this cheese, would be nuch
hi gher as wel |, because we need nore milk nowin that area to
process the cheese that's now being used for California.

Q Cot it. Ckay.

6038

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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 So it has the effect of increasing that price surface,
the slope of that price surface

Q kay. Thank you. Now, digressing just for a second.
On Exhibit 30, I think it was page 9, one of the products that
is now included or can be included, are casein and casei nates.
| asked a prior witness what that was and the w tness didn't
know, so |'m asking you. Wat is that product?

A, Well, caseinis the other mlk protein or the category
of other mlk proteins other than whey proteins. And it is
usual ly derived frommlk with an aci d-based sol ution that
causes it to coagulate and flocculate out. Caseinates are a
bit nmore soluble, and | believe are treated with sodi um
hydr oxi de, | think.

Q You said protein other than the whey protein. So in
cheese neking, casein is a subconponent of the proteins in
mlk; is that correct?

A, That's correct.

Q And in cheese making, casein is the protein that
remains in the cheese that provides desired cheese
functionality?

A Yes, that's correct.

Q Ckay.

A.  Mst of the casein stays in the cheese.

Q kay. You responded to a question by Chip English that

that the nodel wants to account for every bit of conponent.
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The nodel 's designed to avoid creating conponents where they
don't exist or |osing conponents in the process, correct?

A, That's correct. There is a certain anount of shrink in
the U S. systemand a certain anount of shrink that's allowable
in this nodel as well.

Q Ckay. So that was ny next question, because when you
wer e di scussi ng whey, towards the end of your statenent on
Page 12, Figure 7, total solids and whey shipped for further
processing, and you cal cul ated some cost for that. A cheese
maker that does not have whey processing facility at the cheese
site to produce a final marketable dry whey product, as |
understand it, that cheese naker will either partially
dehydrate the whey, but usually dehydrate the whey, if they
can, and punp it into a truck. And the truck comes to a
consolidator, it's punped out of the truck, and then into the
pl ant where the final whey product is nade. But in that
sequence of transactions, going through a pipe and going into
the truck, and com ng out of the truck, there are some solids
| ost.

So ny question is, when you cal cul ated the per pound
costs here, the nore solids that are lost, the nore cost there
is per pound. How did that, did you factor that in or did you
sinply take the whey stream com ng out of the cheese and apply
a cost to that whey stream wi thout shrinkage?

A. |1 didn't include shrink in these costs, so this is just
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a theoretical yield that is taken fromthe answers that were
given in the plants, as though they had processed this with the
whey that we al so asked conposition questions about. So we got
responses fromthe folks fromthe survey as to what their, in
conposition of the whey was, the raw whey.

Q The raw whey com ng out of the whey stream when cheese
was made?

A, That's correct.

Q ay.

A, And what the conposition was, at |east of total solids,
in the product that they were partially dehydrating and sendi ng
on. But it didn't account for shrink

Q And thereis, in fact, shrink?

A. There is, in fact, shrink, yes.

Q And if whey creamis not separated in that process,
butterfat and whey creamtends to adhere to surfaces of pipes
and trucks nmore than the other solids, correct?

A. It does as | understand it, yes.

Q Ckay.

A But | will also say that nost of the respondents in
here were separating their whey cream

Q At the plant where they nake cheese?

A. At the plant where they make cheese.

Q kay. So at least on that portion of the whey, they

woul d be operating simlarly to the large plants that have
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their own whey processing and final product manufacturing?

A. Those first few steps are likely very simlar, that's
correct.

Q Are there -- are there any cheese plants that convert
whey creaminto a final marketabl e product?

A. | amnot aware of any, John, but it could be the case.
That was a question that wasn't asked.

Q Gkay. It is comonplace, if not universal, for whey
creamto be collected at a cheese plant and then put in truck

and sold as whey creamto a buyer that does something with it,

correct?
A, Yes.
Q Ckay.

A, Common practi ce.

Q | forgot a question on page 7. If you will go back to
your prepared statenent. In the top Iine you say that "since
1995, the USDSS nodel has been updated.” And | wondered
whet her nodel neant sonething that the program does as opposed
to sonething, different data that goes into the program

A In all cases with this statenent, | would be indicating
that we are updating the data that goes into the program In
many of the instances where we have updated the nodel, we have
al so been updating the structure of the nodel to do sonething
that it hadn't done before, to disaggregate product categories

into, you know, the larger list that you had asked about on
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page 9 of --

Q Exhibit 307

A.  Exhibit 30.

Q Gkay. Oh, in response to a question from M. Beshore,
you answered in the affirmative that there is one nationa
price for Class Ill. Do you recall that question and that
answer? You said yes?

A If | answered it precisely that way, | wuld have said
for Federal M|k Mrketing O ders.

Q That wasn't ny question. So Class Il --

But that woul d have been true for Class IIl, correct?
Q Wll, it depends. Actually, there is a State Cass 3
but it is not cheese. But the Class IIl price does not apply

t hroughout the nation on all mlk used to produce cheese.

A. That's correct.

Q Soit is a, it's a conmponent of national prices for
cheese, sone of which are not subject to the Federal Cass |11
price at all, correct?

A. That's correct.

Q You nentioned sonething about, in response to an
earlier question about inports or exports.

And so explain how the nodel captures, if at all,
products such as nonfat dry mlk or skimmlk powder or cheese
in demand in the export nodel. You did say that the node

neets a hundred percent of consunmer demand where there are
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exports. | assume sonme of those consuners are foreign

consuners, but maybe not. So explain how exports and inports,

if at all, are factored in the nodel.

A.  Yeah, we do account for all of the trade in dairy

products, inmports and exports. It does occur in a few nore

than three ports in this country, but the |argest vol ume
whi ch are captured on the West Coast, and we do have por
all of the three major waterways; the Pacific, the Atlan
and the Gulf Coast region. So the nodel will bring prod
fromthere, will export product at that point. And we o
consider it delivered to those ports as being the fina
W don't try to, inthis version of a nodel, track it to
ultimate destination by country or anything of the sort.

Q Oh, okay. So if |I'mobserving something on the c
map on page 4, to the extent that the nodel accounts for
exports, if it is West Coast exports, it would be cheese
to the Pacific Ccean and that's where it stops.

A. That's correct. In fact, there's really quite a

line that's going fromCentral California, the Fresno ar

s of

ts in
tic,
uct in
nly
denmand.

its

heese

goi ng

heavy

ea

here, down to Los Angeles, and a portion of that is export of

cheese out of the Los Angel es port.
Q I got it.
A And | think that --
Q Is there a simlar line near New York Gty, or

New Jersey up on top?

6044

TRANSCRIPT OF PROCEEDINGS - VOL. XXX

BARKLEY

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 Yeah, although I'mtrying to recall whether there were
actual ly any shipments out of those ports fromthe node
sol ution.

Again, you know, this would be a short distance of
nmoverment to go fromCentral California to a port, then it would
from say, Western New York over to a port that's -- it may be
satisfying just domestic demand for product as well. | can't
real ly di saggregate that from here, but --

Q Ckay. Can you --
But exports are certainly covered.
Was it Gal veston, Houston, one of those ports?
Houston was the port in the GQulf Coast.

Yes.

o > O P

A And | think it's New York City, the port in the East
Coast, and Los Angeles, the port in the Wst Coast.

Q Cot it, okay. On the top of page 11, the last two
sentences. | just want to make sure | understand your use of
the word product in those last two sentences. Three lines up
fromthe bottomof that top paragraph you refer "to process a
portion of the whey into sone formof product for sale." And
then in the next paragraph you conclude with "into a fina
product for sale.” So final product nmeans sone sort of dry
whey product that has a market that can be stored, and at | east
sonme of those products are reported that have published average

sales, correct? It is a final product?
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A, Yes.

Q \Wey protein concentrate, whey protein isolate, that
ki nd of thing?

A, Right.

Q And when sone form of product for sale, is that a
uni verse that includes both final products and wet products
that have to be further processed?

A. That's correct. Mstly it is wet products in reference
to that first paragraph there, but it is a product that
actually has a transaction that occurs. It's not a final sale
necessarily. It is a sale to a plant that is likely to be
processing this into a dry final product.

Q Gkay. Now, | have a question on page 13, Figure 9.

A I wish | hadn't put that in there.
Q I loveit. | like the whiskers thing. | can show it
to my cat.

You said that this is a frequency during that tine
period at which certain range of costs occurred, that's the way
| understood it, correct?

A, That's correct.

Q But you also explained that the costs that went into
this bar graph included the 12-point -- 12.79 cents per pound
solids that you explained in the preceding text.

A, That's correct.

Q M question to you is, I"'mlooking at the far left bar
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and it looks to me like that's about 5 cents or less. How can
12.79 cents be accounted for in a bar that only goes up to 5
cents?

A.  Product price formulas can generate negative val ues for
ot her solids.

Q Ckay. So during this tine period, there was a nonth or
nonths in which the whey conponent in the Class Il price
actually resulted in a subtraction fromthe cheese price m nus
make al | owance?

A That's right. It would have been a negative value in
the product price formla.

Q Gkay. Good. That is really, really helpful, because I
was scratching nmy head. That's all | have for now. Thank you
agai n, so nuch.

JUDGE CLI FTON: Who next has questions for Dr. Stephenson?
Ms. Taylor, would you like to ask some now? It nay generate
some ot her questions.
MS. TAYLOR | do have sone questions. | didn't knowif |
woul d have any left after everyone el se got done, but | do.
JUDCGE CLI FTON. State your nane for us.
M5. TAYLOR  Erin Taylor wth USDA.
CRCSS- EXAM NATI ON
BY M5. TAYLOR
Q Good afternoon, Dr. Stephenson

A. (Good afternoon.

6047

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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 First, thank you for com ng out here today and
participating in this proceeding as a -- not in support of, or
In opposition to any proposal.

| first want to talk about your nodel wite up and then
we' |l concentrate on whey. | just want to go over the
di fference between, for the record, the primal solution and the
dual solution, just to make sure it is clear. So | can either
tell you what | think and you can tell nme I'mwong and correct
nme, or you could just go ahead and let ne see if | can
interpret what you told ne again.

The way | read the primal is kind of like the |east
cost conbi nation of assenbling mlk needs, kind of a total cost
| ook, whereas the dual is a marginal | ook.

A. That's correct.

Q kay. On page 4, on Figure 1, and | think this m ght
just be a printing issue with the different colors, but in
California, some of the lines look light blue. But are they
supposed to be green?

A. No, you are correct that they are actually light blue.

Q Can you explain what those are for? Because | don't
t hi nk we have been over that yet.

A.  Yes. Those are actually, the nodel is noving product
to ice creamplants as well, so these are nonfat solids that
are noving to ice cream plants.

Q So they are noving towards the triangles, not away?
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A, That would be correct, yeah. |'msorry about that,
that it wasn't listed here, but we do have a nunber of
different colors that we use to represent novenents of
different products in there, and | guess that | hadn't even
| ooked to see whether this was picking up those couple of the
ot her product that can flow as well.

Q Gkay. In Figure 2 where we have the plants and noving
towards the denmand points, and there's been sone di scussion,
but just in a sinplistic form you tell the nodel where the
plants are, and you tell the nodel where the demand is, and the
nmodel comes up with where the orange |ines should be?

A. That's correct. This was, again, taking into account
all of the products that we have to produce sinultaneously.
These | ong-di stance shi pments of cheese that you are seeing in
Figure 2 were part of the |east cost solution that the node
coul d find.

Q Gkay. And do you know that the nodel doesn't take in
any type of plant capacity constraint?

A, W don't have that turned on in this solution because
we don't know in all cases what the plants are capable of
processing. W do know on a nunber of |ocations what plants
are capabl e of doing, but we don't know all of them and so we
typi cally have not chosen to capacitate the plants.

Q Could you, if possible, explain, | guess, what the

I npacts of not being able to have that constraint mght -- and
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I would initially think that the nodel could then predict that
a plant that you have in here would produce an excess anount of
product that's just not capable of producing, and that woul d
have, you know, effects down the line of where the mlk, how
you get your mlk and then where the product goes, and you
know, ripple effects?

A.  Yes, and that's absolutely correct. That if the node
chooses to operate a plant well above it's actual capacity,
then, you know, if it can't do that in the real world
currently, in the short-termat |east, you know, a plant is not
going to process all of that, and it would have to be processed
at another one of the locations in here. So giving the plant
the freedom or giving the nodel the freedomto select its own
pl ant sizes, if you will, will reduce the costs nore than we
woul d see in the real world. But | do have that second check
that | think is actually pretty inportant, and that is to say
at least by region this is replicating what's produced in the
region very closely.

Q kay. On fuel costs, does the nodel have one singul ar
fuel cost or fuel costs by regions?

A.  Fuel cost by regions. W have an index of fuel val ues.
They are different across the country. California' s nuch
hi gher fuel costs than you would note in, say, Texas, for
exanple. And the nodel's transportation cost functions pull on

that index to increase those costs in areas where they are high
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and to reduce themwhere they are ow The same thing is true
for |abor costs.

Q Gkay. | do want to nove to the whey portion of your
testimony. And if the Judge would indulge nme, I don't knowif
| have an extra one around here, when |'m asking questions,
want to actually refer to Exhibit 123, that was entered on
Monday | believe. |If we could get the witness a copy. Thank
you, Judge. Appreciate it.

| won't refer to that one at first, | have other
questions, but just so you have it up there. And just, |I'm
going to, on Exhibit 123 that was entered by Dr. Schiek on
Monday, in there is a Wsconsin whey study, and that's
specifically sonme questions. | just want to conpare sone of
the things you have to what's in here.

So first on your survey, you had 88 responses and 62
were conpl ete, but how did you choose the cheese plants that
you surveyed? Wat was your popul ation of plants and response
rate, etcetera?

A W nmade an attenpt to assenble a list of cheese plants
and contacts in those plants across the country. That's stil
not conplete, but | do have excellent representation fromthe
Nort heast, fromthe Upper Mdwest, fromthe far West, and from
quite a bit of the Mdeast as well. So we have, we think, nost
of the plant capacity in the country. But we're continuing to

collect that information. W send that off to plants as we get
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new data about where the plants are | ocated.

Q And do you have any idea of the percentage of cheese
production your survey covers or the percentage of whey
production that your survey covers on the volunme basis?

A | don't at this point, but I, it is a calculation that
we could do, by |ooking at the anount of mlk the plants say
that they have processed, and naking sone judgnents, and the
types of cheeses. W also ask about the kinds of cheeses that
are being processed in these cheese plants, making sone
judgnents about yields. So we could get at |east a rough idea
about what percentage of product is represented in the plants.

Q Gkay. And on page 10, one of the, on Table 2, one of
the line itens is "plants were regul ated under a State Order."
Wuld that include, California is a State Order, there are
other state orders, but is that prinmarily California plants in
there or does that include other plants?

A, Well, without trying to divulge other plants, it does
i ncl ude some operations not in California.

Q Ckay. That's what | was wondering. Now, | want to
refer to page 24 of Exhibit 123, if I could, and then conpare
it to page 10 and 11 of your testinony.

So on Monday, Dr. Schiek and M. Fish from Saputo
entered in this study on whey processing in Wsconsin, and they
tal ked about, and other cheese plants we have had cone here

have tal ked about the | evel of whey processing that they have
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done in their plants, whether it is what they call mnimal
processing or cooling and UF ing and then shipping it. And |
was wondering on this, and it is not |abelled, but on this
chart there's different |evels of processing, where that woul d
fit in your first paragraph on page 11, when you say, and this
goes to M. Vetne's questions, "15 percent of plants processing
100,000 to 2 mllion pounds, process a portion of the whey into
some formof product for sale.” And | was just trying to see
if you could relate that to the different |evels of processing
in this table.

A, Yes. |If plants had been skinmmi ng the whey stream and
i f they have been pasteurizing the whey streamand cooling it,
then | considered that to be processing |level, so they were
doi ng sonmething. They weren't shipping hot whey.

Q And can you define skimmng the whey streamfor the
record?

A.  Yes, | nmeant renoving sone portion of the whey cream

Q Ckay. And then the final product for sale would be
either the, perhaps the commodity processing or val ue-added
processi ng.

A. It would have included the val ue-added processing, so
it could have included sone of the UFing. | nean, the m ninal
processing that they had here for nme, would have been skinm ng,
pasteurizing, and cooling.

Q Ckay.
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A Additional processing would include UF or RO or both.

Q Inthe last line in that first paragraph, "83 percent
of plants processing nore than 2 mllion pounds of m |k per day
are processing some or all of their whey into final product for
sale.” Do you know how many plants that is? Because the
breakdown on the previ ous page doesn't have a 2 mllion
br eakdown.

A. No. And you know, this was a little bit arbitrary on
ny part, but | [ooked for natural breaks in the observations
that we had, and it was pretty clear that at that 2 mllion
pound area we had a gap in nunber of plants, and that there was
a significant anount of processing that was occurring on those
pl ants that were above that 2 mllion pounds. | could have
provi ded that extra breakout perhaps, if it would not have, you
know, reveal ed too many nore categories of plants, but | don't
think it would have. | think it would have been fine.

Q Ckay.

A.  Because the 1 to 3 had, a large nunber of 3 mllion
pounds of mlk a day, had a | arge nunber of observations.

Q On that sane paragraph, ny other note has, you talk
about the making some formof product for sale. There's been
sonme di scussion of smaller cheese plants shipping their whey to
a larger conpany, and in sone aspects, that conmpany, both
plants are owned by the same conpany, so there woul dn't

necessarily be a sale, | think that's howit's been di scussed
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on the record. Wuld that transaction show up sonmewhere in
here, that plant-to-plant nmovenent, if it's both plants were
owned by the sane conpany?

A. No, and, well, again, there's not that |evel of detai
in this survey to be able to tell exactly how that transfer
takes place, although we did ask a little bit of question about
that. But in ny experience, plants that are transferring some
of their product often have mechani snms for valuing it one plant
to anot her, even though it is an internal transfer. But, you
know, those are data quite often that | don't |ike to report,
because they can | ook quite distorted.

Q If you would turn on page, let's see if | can find it.
Vell, let me ask a different question. On your processing
costs that you discuss on page 12, and part of that is in
Figure 8, | guess. Just can you, would that be considered,

i ke a make al | owance?

A, It could. But, you know, | do want to qualify this at
a very early stage to say | picked one type of processing,
that's ultra-filtration. And in the report that | have done
here, | picked right at the average volunme that woul d have been
processed by these plants. There are certainly nore than one
type of processing that are being done at these plants, there's
quite a range in size, so I'mreporting only one. But it does
mm c reasonably well the 3x concentration, the average tota

solids that we saw in the reported whey streans.
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Q Gkay. | think ny final question, on page 14, your
Table 3, one of the lines it says "on a |liquid basis per
hundredwei ght" and that's 20 percent. | guess that's how they
determ ne the value for whey sold. But could you just explain
what that means? The other ones | understand they are based on
a WPC 34 price plus or mnus, but what's on a liquid basis per
hundr edwei ght ?

A It's largely a fixed value, so over tine. So if a
pl ant was shipping a certain volunme of mlk, or of whey to
anot her operation, they have agreed ahead of tinme that they
w |l pay so many cents per hundredwei ght for the whey.

Q As opposed to the final Iine when it is on the pound of
solids?

A, That's correct.

Q ay. | think that's all | have. Thank you very much.
JUDGE CLIFTON: Dr. Stephenson, | renenber one of your
statements, and | wondered how people solve this problem You
mentioned that many tines plants operate five days a week to
take in the raw mlk, but of course the cows are nil ked seven

days a week. How is that typically addressed, if you know?
You nentioned co-ops, but how would it typically be done
between dairy farners and proprietary plants?

DR. STEPHENSON: \Well, nost proprietary plants that woul d
process, they are going to have their own mlk supply, may not

have a full mlk supply. They may purchase at |east a portion
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of their mlk fromcooperatives, and then, once again, the
cooperatives are doing essentially the balancing. |n maybe a
few cases, a proprietary plant would have to contract with
anot her plant for sale of that product on a regular basis to be
processed, but that's not common. |It's nostly the cooperative
structure that is balancing the U S. dairy system They may do
this in conjunction with proprietary plants, cheese plants, or
otherwi se, that are willing to take that additional m |k and
process it on the weekends or during the heavy mlk supply
portions of the year.

JUDGE CLI FTON: What other questions are there for
Dr. Stephenson? M. Beshore?

CROSS- EXAM NATI ON

BY MR BESHORE:

Q Marvin Beshore.

Just one question, but one comment first. | appreciate
your conments about bal ancing in response to the Judge's
question, because those costs and burdens which are taken on by
the cooperative sector are basically not recognized in the
systemin terns of any regul ated prices or conpensation, and so
| appreciate that.

My question is, you made sone comments in Exhibit 133
about the Pacific Northwest and market events up there. And in
response to a question fromJohn Vetne, which was very |ong,

and included the, as | understood it, to which you responded
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yes. (Ckay? A long question to which you responded yes. It
included the assertion that | osses experienced by cooperatives
in the Pacific Northwest, were caused by Federal Oder pricing.
Dd you nean to say that?

A, Caused by? No. | guess that it is possible to avoid
Federal Order pricing should an area |ike the Northwest not
w sh to have that there, or wish to pool plants in that region,
t hey woul d have the opportunity to not pool the cheese plant,
for exanple, if they didn't want to. So the plants may not
have experienced that pricing that woul d have caused probl ens.

Q Wll, what -- and | think in your in 133 here, you said
sonmething to the effect that, events up there have been, you
know, exhibit disorderly marketing conditions or sonmething to
that effect. D d you so testify? Do you recall that?

A I'mnot sure that | used the word under that particular
circunstance. | would have to | ook back here, Marvin, | guess,
to see. But | have indicated that it has been a problemfor
the Northwest for a good many years.

Q Ckay.

A. Not always, but periodically.

Q Isn't the biggest problemfor the manufacturers in the
Nort hwest, the California conpetition which has been, which is
their regional nenmesis and which is substantially the regul ated
m ni mum price for which is substantially below their regul ated

price? 1Isn't that their biggest problen?
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A. | think that has been an issue, but there's also a |ot
of unregulated mlk in Idaho as well.

Q What are you tal king about when you are tal king about
the losses in the Pacific Northwest, specifically? Wat's your
basis for the know edge about thenf

A.  This goes back a good many years.

Q How nmany?

A.  Probably 15 years.

Q Pre-Reforn?

A O just about at the time of Reform actually.

Q Ckay.

A. At the point of Reform there were -- there were

probl ens that the USDSS nodel projected that woul d be shown, |
guess, in the dairy systemin the country. One of them was
going to be pooling. So that if we collected the proceeds from
classified pricing and distributed them back to producers
according to a ass | price surface, which is the zoning that
we have used typically in Federal MIk Marketing Oders, that
there woul d be problems at the borders. This is something that
we discussed, it was something that did occur, and it was
sonmething that had to be taken care of by nodifications to
t hose plants.

We al so tal ked about the |ikelihood of problens in the
Northwest at the tine, and it has been a problemfor the

Nort hwest nore during sone periods of tine than others.
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Q But what has been a problenf What are you testifying
to that has been a probl en?

A. The problemis a regulated m ninum price that gave them
probl ens being conpetitive with other mlk supplies.

Q Conpetitive within what nmarketplace? Wth what -- in
what manner ?

A well --

Q Are you tal king about product markets or what markets
are you tal ki ng about being conpetitive in?

A Products, for exanple, like cheese in the U S. markets.
Their conpetition would have to be to nove product either East
and compete with other products, producers in the West. That
has been true that California has been a problemfor them
because of lower mlk supply prices and relative proximty
that's simlar, or they have to push the product West,
essentially export overseas. And those, many of those products
mar ket s have devel oped for them over tine.

Q So those are problens that occurred back about 15 years
ago, right around the time of Reform correct?

A.  Began about that tinme.

Q Gkay. Have you observed the production of cheese in
that region over the years since 2000? The trends in
production of cheese, | should say.

A Yes. | think that they have been, and | guess, Marvin,

| can't say that | know exactly what they are doing this year

6060

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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

wi t hout | ooking at the data in conparison to just a year ago,
or a few years ago. But they have been producing relatively
nore ot her product than cheese. Their product m x has changed.

Q Since 2000, that's your testinony?

A. | believe that's the case. But again, | wouldn't want
to make a strong statenment w thout |ooking at data.

Q | appreciate that. Thank you. That's all | have.

JUDGE CLI FTON: Dr. Stephenson, when you said that it was
anticipated there woul d be problens at the borders, is that the
borders of the marketing orders or the -- what other borders?

DR. STEPHENSON: It was the borders of the marketing
orders. There was consolidation from | believe it was 33 or
34 Federal Orders into 13 at the tine, and the collection of
moni es that were that |arger pool and the distribution fromus
in |ooking at nmodel results would have said this will be a
problemin some border areas.

JUDGE CLI FTON: M. Vetne?

MR. VETNE: Beg your pardon, your Honor, | had sone upside
down notes and tiny print | didn't observe.

CROSS- EXAM NATI ON

BY MR VETNE:

Q (Ckay. Let's see. Figure 4, on page 7, has atitle
USDSS Model - Gener at ed Cheese Difference in Marginal Val ue of
M|k at Cheese Plants, correct?

A. Correct.
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Q Keep the -- bear that in mnd. Coing back one page to
page 6, USDSS Model - Generated Cheese Differentials, May 1995.
And | just went online and got to that page and it, the figure
further elaborates that it is 3.5 percent mlk at standard
solids not fat.

A. Correct.

Q So what -- is Figure 4 also standardized mlk or is it
mlk at test?

A No, it is 3.5 percent mlk, not at test.

Q Ckay.

A So we wanted to make sure that it was at |east
conparabl e to what had been reported before.

Q Al right. And then | went back to the the 1996 paper
the original US. Dairy Sector Sinmulator paper, which had a
cheese price surface, or actually, it wasn't a cheese price
surface, it was -- it was on page 81 of that. A, as in apple,
10, and the title there used was, Sinulated Cass Il Price of
St andardi zed M1k at Cheese Plants.

Is there a difference in what is captured by sinulated
CGass Il price and cheese difference narginal value of mlk?
Are they measuring something slightly different in the two?

A.  No. W have always struggled wth how do we report
these values. And | did try to mention, | think at |east a
couple of times in nmy testinony, that the inportant thing is

the difference between spatial val ues, because in the case
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where we're trying to report differentials, we will add a fixed
amount to everybody, to this price surface to get sonething
that looks like a differential. And the same thing woul d have
been true for a cheese mlk price at that tine. | didn't
recall that in the docunment that you are referencing, but one
thing that we did at that point was to |ook at the total dollar
val ue that woul d have been generated by the sale of mlk into
cheese plants, and to say, what do we need to add to the
spatial price differences or values to generate exactly the
sane total value of dollars to dairy producers. And that's
probably the dass Ill value that we reported there.

W have since cone to realize that that was difficult
to explain to people, and so the spatial price difference from
one point to another would be identical, you know, if you
subtracted that fixed value as we were reporting here, with the
zero value over in the western part of the country.

Q Gkay. But in 1993 and 1995, there was no el enent other
than an inputed element, in the Cass Il price for whey or
whey products, correct?

A No, that's correct. And we would not have been trying
to do that. W would have been | ooking at the Basic Formula
Price at that point in time, and saying, you know, what woul d
the sale of the Basic Fornmula Price mlk have totaled in dollar
val ue? Wiat do we need to add to this price surface to equa

the total value in the U S. of the Basic Formula Price sales.

6063

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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 Ckay. And now |ooking at Figure 4 on page 7, Cheese
D fference in Marginal Value of MIk. Am1l correct in reading
that as you are plotting a surface |ooking at the val ue of
cheese and mlk goes into it, but it's -- it's the cheese part
of the use of mlk that you are plotting here, not -- the whey
i's, the whey and whey val ues and costs of whey are not included
in Figure 47?

A, Well, in some sense they woul d be. Because what we are
asking is at a cheese processing |ocation, how nuch woul d you
be willing to pay to have an extra hundred pounds of mlk right
here at this location, to nanufacture nore product? Wey is a
co- product of cheese manufacturing.

Q Gkay. And then does, does, in effect, the nodel assume
that the cheese nmakers in the nodel have the sane, process the
sane costs for whey? Al things -- is it sort of, is it an all
all things, all other things being equal, what are the
di fferences based on what your observed cheese val ues?

A, Yes, there are processing costs for whey in here. So
different types of cheese, the American-style cheese in this
nmodel and the all other cheese have slightly different whey
yields in the nodel, and different conponents in that. So the
whey processing is slightly different cost as well, given the
di fferent conponents of the whey product. And when you are
t hi nki ng about the, this marginal value of additional mlk at a

cheese plant location, it is not just for that cheese narket,
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it is also to satisfy the use of whey products in the rest of
the country as well. So in that particular instance, there is
if, and | think I put that in the, in the website, one of the
maps that has a whey flow, a prinmal flow of that, there is a
very heavy line that's indicating whey products to export.
About hal f of our whey is exported fromthe country. So it
does favor plants, to sone extent, that are close to a port.

Q Gkay. In the whey portion of your testinony you
di scuss different ways of dealing with whey, and that in
Wsconsin it's comon for cheese plants to partially dehydrate
the whey streamand ship it off to an aggregator who nakes whey
products, which comes at a cost. To the extent that other
parts of the country, California, |daho, Washi ngton,

New Engl and, doesn't natter, have different costs for that,
because whey aggregators are not present, or not present
locally, are those different costs for disposing of, or
handl i ng whey captured in the nodel ?

A No, they aren't. In fact, John, just for
clarification, we would assune that whey processing is
occurring at these cheese plant |ocations anywhere that there
Is actually whey processing that occurs in the country, so if
we have a cheese plant that processes product, then it is a
plant indicated in here that can -- can process mnuch.

Now, you coul d receive whey from another plant to be

processed in final product, but typically nost of our whey is
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bei ng chosen to be produced at plants here with this capacity.

Q Gkay. So nodel inputes to the cheese plants that are
in the nodel, the ability to convert the whey streamto a fina
whey product ?

A, That's likely to be the choice that the nodel is
making. If it has a choice between two plants and we don't
capacitate them it would probably say it's going to cost |ess
if we just nake this a big plant and it processes all the
cheese and the whey products here.

Q kay. And the other question that | overl ooked has to
do with Figure 2 on page 4. The long orange lines, | need to
say this again to make sure | understand it, if I'"mcorrect.
The long orange lines reflect distribution of finished cheese
products to consum ng publics, correct?

A, Correct.

Q kay. And the way I'mlooking at it, it |ooks like the
nodel has the cheese that's manufactured prepared in sone kind
of commercial packaging, either consuner food service packagi ng
and distributed in that formfromthe cheese plants; is that
correct?

A, No, we don't put that |evel of refinenent on this.

Q Gkay. We have had sone discussion at this hearing
about plants that specialize in converting bul k cheese of
various kinds. Cut and wrap, shred, and bul k cheese flows from

all parts of the country to these converters, and then fromthe
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converters to whol esal e distributors, and from whol esal e
distributors to stores, and fromstores to the kitchen.

So does this nodel in any way incorporate the function
of those converters of bul k cheese to consuner or food service
cheese units?

A No, it doesn't do that. It is sinply saying once we
have processed product into a 40-pound bl ocks or 500-pound
barrels, or 640's, then we're done. W can ship those to
poi nts of consunption.

Q Ckay. So that's something that could be built into the
nmodel , but is not there yet?

A. It could be, absolutely. And if we had good data on
how much of the product was actually cut and w apped, or
processed, shredded, and where those plants are |ocated, then,
you know, the nodel would try to ship themfrom cheese plants
in the east, to cut and wap in the Mdwest, and finished
product back to the East Coast.

Q kay. |Is that one of those real-life conmmercial
practices that would add cost to distribution that is not
captured by the nodel ?

A, That's correct.

Q Gkay. Now, going back to the Pacific Northwest. At
the tine the USDSS nodel produced its first results in 1996 and
then again, | think in 1998?

A Yes.
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Q There were in place, there was in place in those
docunents, a cheese value price surface, and that was discussed
by the Econom sts, and USDA had that available. And USDA chose
to have a one Cass Ill price for the Federal O der system
There was, at that tine, by observing the nodel output, a
rational basis to have a lower Cass IIl price in the
Pacific Northwest in particular, in the Federal O der system
correct?

A Well, we had provided a rationale through, you know,
the | ook of this price surface, yes.

Q Ckay. So M. Beshore asked you a question about hasn't
the Pacific Northwest suffered some conpetitive di sadvantage
because of the California discount. Wuld it be just as
correct to say that California, that Pacific Northwest has
suffered sone conpetitive di sadvantage because the Federa
Prem um was exported to the Northwest?

A, The minimumprices in the two regions were different,
generally lower, than, in fact, | think in all cases lower in
Cali fornia.

Q ay. Thank you.

JUDGE CLIFTON: Dr. Stephenson, |I'mintrigued by the fact
that half of the whey is exported. Are there any global prices
for finished product of whey that you rely on?

DR. STEPHENSON: We do with a different type of nodeling

effort than this, yes. W observe val ues of whey both as
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reported in Cceania, and in fact, separate countries of
Cceania, Australia, New Zeal and, as well as the European Union.
So we do watch what is happening to whey prices in other areas.
But the U.S. is the largest single exporter of whey in the
wor | d.

JUDGE CLI FTON: And what are the best places to | ook for
val ues of finished product whey that are published for U S.
whey or U.S. whey exports?

DR. STEPHENSON: Many of the world, actually, |ooks at the
U S. Dairy Market News that are reporting these val ues and
col lecting them but in sone cases, they are collecting sonme of
t hese val ues through reported web sites now in the European
Uni on and/or Cceani a.

JUDGE CLI FTON: And do you have any explanation for the
volatility in the prices of finished product whey that we have
heard about in this hearing fromvarious processors, |located in

Californi a?

DR STEPHENSON. Yeah. W -- it's a struggle to
understand. | think all of the reasons we see the volatility,
and many cases, | think people like nyself that do try to keep

an eye on narkets, inmagine that these whey price volatilities,
and in sone cases other products like nonfat dry mlk, are
movi ng further than is probably needed at times to either
satisfy demand or to clear markets. So, in other words, the

price volatility seenms a bit nore extrene than i s necessary,

6069

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XXX Court Reporters



[EEN

but it happens nonethel ess. The narkets are noving prices to
very high levels and then you get demand pushed back sonetines
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observi ng today.

JUDGE CLI FTON: Thank you. Who el se has questions?
M. Vandenheuvel ?

CRCSS- EXAM NATI ON

BY MR VANDENHEUVEL:

Q Good afternoon, Dr. Stephenson. Rob Vandenheuvel
M|k Producers Council. | just had one area | wanted to
explore a little bit.

In presenting Figure 1 and Figure 2 in your exhibit,
not wi t hst andi ng where the lines go, it is a very clear visua
rem nder that while Gass | nmarkets could still be identified
as a local or regional issue, the Figure 2 shows that
manuf actured products, in this case cheese, are very nuch a
national market that we're dealing with, it is product noving
all over the country. You would agree with that?

A | would agree with that, yes.

Q And so not |ooking to go down a whole |ong policy
di scussion or theory of history, but would you agree that the
way our current Federal Order pricing regulations operate for
manufactured m |k products, Cass Il, Cass Ill, Cass IV, is

that the practical affect is USDA sets a uniformprice or the
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same price across the country, and each of the regions within
that structure conpetes for a mlk supply, and you hear about
over order premuns are higher in certain areas, and they
conpete for a mlk supply above the base price that applies
ever ywhere.

A Yes, in general, that's the case. Yes.

Q So when | |ook at page 9 of your testinmony on the very
bottom actually the last word on the page "A" and then nove
into page 10, but | needed to catch that "A", "a better
solution may be to reflect the regional price variation with a
price surface as we do with dass | mlk."

If we -- if USDA were to establish a differentia
system for manufactured mlk where the regulated m ninum price
was different in different regions of the country, woul dn't
USDA be put in a position of actually picking w nners and
| osers anobngst the United States, giving advantages to sone
areas of the country as opposed to just letting areas conpete

above the base price that applies everywhere?

A. | would hope that that weren't the case because that
woul d inply that there was no reason for premuns to exist. In
ot her words, | would assune that USDA would want to have

m nimum prices that were bel ow market clearing |levels and al | ow
some variables for premuns in all markets. That's what's
traditionally been the case, but we have, you know, some

regions of the country where that's nore difficult to express.
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Premiums certainly aren't the same in every |ocation.

Q Wuldn't it be true that for any cheese manufacturer
| ooking to sell their product, that there's going to be a
certain elenent of |ocal demand, and then certain el enent of
further out demand, nore national markets that they seek? W
have heard fromw tnesses in this hearing that sell product
locally but also try to branch out into other markets for
growt h potential ?

A Yes, for opportunity for sales, sure, absolutely.

Q So the plants that operate within each of the regions
in California included, are, in essence, conpeting with each
other for markets all over the country, are they not? | nean,
t hey have an advantage on sone of their |ocal narkets, but they
are conpeting with each other in other narkets?

A, Yes.

Q And so the way USDA currently has it set up, where
there's one price, they are conpeting on an equal playing
field. Now, it may nake nore sense, would you agree, maybe
make nmore sense to manufacture mlk in one area? Right now it
appears that the Upper Mdwest may be an attractive place to
purchase and manufacture mlk into cheese, they pay higher
prem uns than other regions, but that's a function of the
mar ket pl ace and their ability to pay those higher prices,
woul dn't you agree?

A Well, it is a function of quite a variety of things,
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i ncl udi ng the decisions that individual producers have nade on
the volunme of mlk that they are willing to produce at the
prevailing prices. And we take that as a given in this
particul ar nodel. So, you know, we |look at this and say, this
i's what producers chose to produce under the regulations that
existed at that point in tine.

Q Gkay. But you would see froma macro standpoint, if
USDA is, | mean, they are not in -- we would agree they are not
in the position of trying to enhance cheese manufacturing in
one of the part of the country and depress cheese manufacturing
in another, correct? That's not their role in this systen?

A. | don't think that you would get a witness from USDA to
say that's what we're trying to do, no. | think that they are
very fair and they put on the blindfold and hold up the scales
of justice when they are |ooking at naking Federal Order
recommended deci si ons.

Q But, you know, so if that's our underlying assunption
isn"t it, froma macroeconom c standpoint, isn't it true that
if you give a regul ated advantage to one region of the country,
if you are inherently benefitting in that region and making it
nore profitable, nore, giving themnore opportunities because
they have a | ower regulated m ninmum price than another area
where you don't afford that same opportunity?

A No, it's too sinplistic to state that. And | won't |et

you paint nme in that particular corner. Because producers are

6073

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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

maki ng deci sions that are based on the assets that they can
employ to produce mlk in different regions. The Sout heast |
think has had a very difficult time over the |ast many years
because fundanmental |y, conditions have changed for them

H gher-yielding cows sinply can't produce as nuch milk in the
hot and hum d climates as they could before. W're
experiencing shortages in that region of the country that are
nmuch nore severe than they used to be, and that's not because
prices are |lower there, it's because prices are higher there,
and you shoul d say don't they have an advantage? | don't think
they do. It's dependent on a lot of things, and not all of
which are captured in the nodel. W take those decisions as
gi ven.

Q You have got sone experience |ooking at the Margin
Protection Programthat USDA oversees through their farm
servi ces agency, department or division?

A Yes.

Q And in that programthere is, there is one mlk price,
and one feed cost that drives whether a payment or an indemity
is made under that program and so a national progran?

A. It is national program

Q Do you know why Congress chose and crafted -- because
that's a statute they wote, they nade, Congress nade the
deci sion. Do you know why Congress nade the decision to set

one, use one U.S. price and one feed calculation in calculating
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i ndemmi ties?

A | wasn't inside on the discussions, but | think that
they were using this as an indicator, a nmeans of noving the
needle, if you wll, about need for producer support during
points in time. And it tends to be the case, although it is
not perfect, that when producers are having problems, nost all
producers are having problens in the country. 2009, as an
exanple, that it wuldn't have mattered which indicator you
tried to take a look at to say is this a good tine or a bad
time in the dairy industry, it would have reflected that this
was a tough tine in the dairy industry for al nost al
producers.

Q If you wll indulge nme for just a nonent, because |
want to give this background in advance of the question |'m
goi ng to ask.

There was a proposal put forth during the deliberations
of the FarmBill, to have a regional approach to cal cul ating
feed costs for the Margin Protection Program And
Congressi onal, there was discussion at the House Agriculture
Committee, and we can, in fact, pull up the transcripts of the
House Agriculture Conmttee hearing that was held on this
i ssue, and a comment was nmade by a Congressman out of |owa,
Congressman Steve King, that stated, "wouldn't having a
regi onal feed cost adjuster, regional approach, put USDA and

Congress in the position of advantagi ng one area of the country
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having a programthat triggers in earlier in one area or
another?" This is a national program

Woul dn't there be a parallel in how USDA regul ates a
Federal M Ik Marketing Order for manufacturing mlk and setting
a baseline wi thout picking winners and |osers? And | know you
don't want to get painted in that corner, but aren't there sone
parallels here in that scenario?

A. | understand the direction that you are comng from on
this, and I think that if you were trying to take a |l ook at the
Margin Protection Program mostly, not entirely, and | woul d be
the first to say this, but nostly those boats are all rising
and falling on the sane tides, okay? So dairy producers in one
part of the country are generally experiencing the same kind of
declining conditions or inproving conditions, perhaps to
differing degrees, but nevertheless, as a measure of need for
the programit could be okay.

| think the Margin Protection Program may be argued as
to whether or not it triggers a need for ne as to how nmuch does
ny premumcost. In other words, if | decided that fromny
farm | needed to have protection at the $8 level to trigger
when |'mactually getting into problens, that's an expensive
prem um Maybe another farmfeels in another part of the
country as though they needed a $6 | evel of trigger to nove
when it needs to be there, it's a lower premumcost. So it

maybe about calibrating prem umprices as much as anyt hi ng.
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But | understand the argunment that you are nmaking. |'mjust
not sure | can go conpletely with that with a Federal MKk
Marketing Order, they are very different prograns.

Q Al right. Wll, thank you very nuch for your tine and
for com ng out today.

JUDGE CLI FTON: Wio next has questions for Dr. Stephenson?
Dr. Stephenson, | see none. |Is there anything you would |ike
to add before | invite you to step down?

DR, STEPHENSON. No, but | would thank you for your
pati ence and your good questions, and | appreciate the
opportunity to about talk before the group today.

JUDGE CLIFTON: Well, we thank you. W appreciate very
nmuch what you have brought to the hearing.

DR. STEPHENSON: Thanks.

JUDGE CLI FTON:  You may step down. M. English?

MR ENGLISH | think we're going to take a break, but |
just thought | would announce that one of nmy known unknowns has
become a known known, and so we're going to go to next to
Joe Paris testifying for Joseph Gallo Farms, but | think we
al so need our afternoon break.

JUDGE CLIFTON: Good. I'mglad to know what's com ng next.
Let's see, let's be back and ready to go at 3:30. W go off
record at 3:12.

(Wher eupon, a break was taken.)

JUDGE CLIFTON: W're back on record at 3:33. M. @Gllo, |
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would invite you to come to the witness chair to ny right. |'m

sorry, M. Paris. M. Paris of Gallo. [|I'mgoing to nmark
M. Paris' statenment as Exhibit 134, Exhibit 134.
(Thereafter, Exhibit 134, was
mar ked for identification.)
JUDGE CLIFTON: M. Paris, |I'll swear you in in a seated
position. If you will raise your right hand, please.
Do you solemly swear or affirmunder penalty of
perjury that the evidence you will present will be the truth?
MR PARI'S: Yes.
JUDGE CLI FTON: Pl ease state and spell your nane.
MR PARIS: M nane is Joe Paris, J-OE P-ARI-S just
like the city in France.
JUDGE CLI FTON: Thank you. Ms. Wulin, if you woul d
identify yourself, you may proceed.

M5. VULIN.  Ashley Wulin for the Dairy Institute of

Cali fornia.
DI RECT EXAM NATI ON
BY M5, VULIN:
Q M. Paris, thank you for being here today. |[I'll ask

that you begin reading your statenment into the record, and if
there's anything additional you want to add, | mght interrupt
you t hroughout .

A Ckay.

My nanme is Joe E Paris. |'ma Dairy Consultant
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representing Gallo Cattle Conpany, LP, doing business as

Joseph Gallo Farms. | amresponsible for the mlk and cream
into and out of Joseph Gallo Farms. | also work in the farm
service agency for Gallo's farmng operations. | provide

mar ket information and other pertinent information to the
seni or managerment of Gallo on a daily basis.

Q M. Paris, can | ask you, could you go just a little
bit slower for us so the court reporter can nake sure to get
everyt hing down?

A Ckay. I'Il try that.

Q Thank you.

A, Prior to Septenber of 1998 (when | started ny own
consulting business) | worked for National Farnmers Organization
for 26 years. During that time, | provided testinony on behal f
of National Farmers at several Federal M|k Order hearings.

Q M. Paris, what were your job titles, what were your
roles at National Farmers Organization?

A, Various roles at various times. At some hearings | was
actually a Regional Director in the area, at other times | was
an Area Director, and there were tines when | was Director of
Qperations for the organization

Q And what different job responsibilities did you have
during your tine at National Farmers Organi zation?

A, Building our dairy program managing the staff. |

started out as a fieldman in South Dakota and Nebraska, and
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then worked in Mssouri, Kansas City, and Ckl ahoma, becanme a
Regional Director there. Then | went to M chigan, spent four
years in Mchigan as a Regional Director; went to Chio, spent
four years in Chio as a Regional Director; and then went to
wor k i n Pennsylvania and New York and sone of the Northeast
New Engl and states. And while | was there, in 1988 they
appointed ne as Eastern Qperations Director which covered from
the State of Wsconsin through Mine.

Q Ww, so you have had a pretty conprehensive dairy
hi story.

A In'91 1| noved to California, that's where | have
st ayed.

Q Thank you. 1'Il ask that you continue.

A If I can find ny place.

Q After | noved.

A. After | noved to California in '"91, | have not been
involved in any Federal Order hearings, but have testified in
several State O der hearings.

Q Any Federal MIk Oder hearings?

A, No.
Q Ckay.
A. | don't think, not since '91.
Joseph Gallo Farms is |ocated at 10561 West Hi ghway 140
in Atwater, California. At this location we have the Gallo

Cottonwood Dairy and the Gall o Cheese Plant, as well as @Gllo
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d obal Nutrition, a whey processing plant. Two mles east of
the Gall o cheese plant is the Gallo Santa Rita Dairy. Between
the two dairies, Gallo mlks approxinately 8,000 cows. W farm
several thousand acres to provide feed for our mlk cows.

Q And |'msure sonmeone might ask this later, how many
enpl oyees do you have at Joseph Gallo Farns?

A. It certainly varies seasonally because the ampbunt of
farmng we do, but |I would guess about 300, and a little nore
in the season when we're farm ng

Q Thank you. You may continue.

A. (Gallo supports the Dairy Institute's alternative
proposal at this hearing. Gllo is opposed to the Cooperative
proposal as witten. W are taking no stand on other proposals
at this hearing.

Joseph E. Gallo started farmng in 1946. |In 1983, he
hired a Wsconsin cheese maker to help himrealize his
chil dhood dream to make and market cheese. He and the cheese
maker built the Gallo cheese plant. Since that time, the plant
has been inproved and expanded several tines. The cheese plant
plans to process close to five hundred mllion pounds of mlKk
this year into various cheese varieties, including cheddars,
Mont erey Jack, Mozzarella bl ocks, and pasta filata. At this
time, much of the mlk that Gallo processes is bought from
outside suppliers. W concentrate whey fromour own plant and

are a market for whey protein concentrate (WPC) from ot her
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smal | plants in the area. The WPC is processed and dried into
Wiey Protein Isolate at the Gallo G obal Nutrition plant, part
of the Gallo conplex.

Donestically, we sell packaged cheese under the brand
of Joseph Farns Cheese. Mst of this cheese is found in
grocery chains in California or Wal-Mart and Costco. W al so
export cheese into Mexico and other countries, both branded and
unbranded. Sone of the cheese is sold as commercial blocks or
food service.

Gllo has always tried to invest in ways to not only
i nprove our efficiency, but in a way to protect our
environment. The Gallo nmethane digester provides electricity
to operate the plant. Wste water fromthe plant is used to
flush the Cottonwood Dairy |lanes to a separator where solids
are taken out before the liquid goes into the digester. Solids
are then conposted and used to fertilize land. The system cost
mllions of dollars to build and maintain. Gallo G oba
Protein is another large investment where we process WPC from
our cheese plant and froma few other snall cheese plants.

If Gallo had been required to pay the Federal Order
Marketing Class Il price for the |ast several years, none of
t hese inprovenents coul d have taken place. Gllo a small plant
when conpared with national conpanies in California, and would
not have been able to generate enough profit to invest in these

| ong-term sustai nable projects. One thing I will say, Gllo

6082

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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

has won many awards fromstate to national under

sustainability. Wthout profits, there is no investnment. From
January 2014 through Septenber 2015 we believe that Gallo's
cost per pound of cheese, cost per pound of cheese would be
22.37 cents --

JUDCGE CLI FTON: Wit now, you left out some words. Start
t hat sentence again, would you, please?

MR PARI'S: From January 14 through Septenber 15, we
believe that Gallo's cost per -- and | don't have it in -- per
pound of cheese is not witten in here. |'madding per pound
of cheese to ny testinmony. Wuld be 22.37 cents --

JUDGE CLIFTON: Let's see, he's got a different version
than m ne

MR PARIS: Yes, | did not add those words in there, | add
t hem here now,

But, | said by an average of 22.3 cents. | see right
here. | believe Gllo's cost per pound of cheese woul d have
i ncreased under the Cooperatives' proposal by an average of
22.3 cents per pound.

JUDGE CLI FTON: That's 22.37 cents?

MR PARIS: Yes.

JUDGE CLI FTON:  Thank you.

MR. PARIS: This kind of cost increase would make us
unconpetitive in every market we serve, and possibly elimnate

our sales in MxXico.

6083

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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

As mentioned earlier, Gallo mlks 8,000 cows in two
facilities. W certainly understand the plight of dairynmen in
the State of California. Both our dairy producers and cheese
pl ant operators, we are at the nmercy of the narketpl ace.

JUDGE CLIFTON:  Now, would you read that sentence again
pl ease?

MR PARI'S: Both as dairy producers and cheese pl ant
operators, we are at the nmercy of the marketplace. Volatility
can be the eneny of both producer and processors. Long-term
pl anni ng and investnent is needed in order to grow both the
producer segment and the processor segnent of the dairy
industry. |If the cooperatives' proposal is adopted as witten,
it is our opinion that the cheese sector in California wll
stagnate al nost i mrediately. Some medium and snmall plants will
no | onger be able to sustain their processing plants.
Producers will find thenselves wth fewer markets, the
California market wll find itself at a pre-1985 position of
bei ng nostly a butter powder industry.

How woul d we respond at Joseph Gallo Farns if the
Cooperatives' Federal M|k Oder proposal is adopted? One
scenario would be to elimnate all outside suppliers of mlk
and reduce our cheese sales to only our Joseph Farnms packaged
cheese. W might need to add a few nore cows and take
advantage of the higher mlk prices. Qur branded product

prices would have to be increased in order to main overal
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profitability.

JUDGE CLIFTON: In order to maintain?

MR PARIS: In order to -- our branded product prices would
have to be increased in order to maintain overal
profitability. W could also | ook at diversifying our
operation by planting nore permanent crops. At the very |east,
we woul d have to elimnate any prem uns or handling charge we
currently pay our suppliers.
BY M5, VULIN:

Q So currently you pay at |east some of your suppliers
prem uns?

A Yes.

Q And you think possibly one of the ways that you woul d
have to deal with an increase in prices is to further grow your
processi ng segnent ?

A.  Further grow our dairy farns.

Q Your producer?

A.  And take advantage of the higher price there, and
elimnate the suppliers that we have now.

Q To take advantage of the price, you' d need to both be a
producer and a processor?

A, Right. And we'd probably have to raise our cheese
prices, cut out anything but our branded product.

Q Thank you. You may continue.

A, W could | ook also at diversifying -- | read that.
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At the very least, we would have to elimnate any
prem uns or handling charges we currently pay our suppliers.
Producers have a tendency to | ook at the Mdwest or the

East Coast and feel that they are being deprived of a fair
price. These producers serve an entirely different market than
what we have in California. Because of their |ocation, these
areas serve the vast population that runs fromthe Mdwest to
the East Coast, and from Maine to Florida. Because of
transportation costs, they can demand higher prices for their
products. Mich of the California' s production services not
only the West Coast popul ation, but also Mexico and the export
market. These export markets, including Mexico, cannot pay the
prices that would be needed to offset the increased cost of the
Federal M1k Marketing Order Class IIl price. Even in energing
markets, incomes will not allow any chance for profit or
growth. W know that when the cheese prices are over $2 per
pound, both donmestic and export sales are reduced. Wat we
hear about the growth in mddle class in many of the energing
countries to which we export cheese does not mean that they
have the sanme ability to purchase as the middle class in this
country.

Q So being located in California, you have to pay higher
transportation costs for your cheese than -- than producers
| ocated in the Mdwest or the East Coast?

A, If we wanted to go to those markets, it would cost us,
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it would be inpossible. It would be too high

Q So one of the things you have done is | ooked at markets
outside the United States, |ike Mexico?

A Yes.

Q But those nmarkets tend to be much nore price sensitive?

A Yes, they are.

Q Andit's just a different --

A, And we have exported sonme to Japan and other countries.
In the Federal Order marketing area, plants are allowed to
depool and there's no mnimumopricing laws that require a
m ni mum paynment to depool nmilk. The Cooperatives' proposal
does not allow depooling in the California MIk Mrketing
Order, unlike other Federal M|k Marketing O ders.

In fact, that fact alone could cause disorderly

mar keting conditions for cheese plants in California. Due to
| arge increases in the mlk production in other parts of the
country, it has been reported that ml| k has been purchased for
as nmuch as $7 per hundredwei ght bel ow t he m ni mum regul at ed
price in this last spring -- in the spring and sumer of 2015.
W have heard al so reports of many | oads of m |k being dunped
in this sane period. Today in California it is unlawful to pay
| ess than the regulated price unless mlk does not neet the
G ade A standards of quality and the mlk is degraded. MNany of
the plants in the Upper M dwest have nuch | ower overhead costs

due to California' s regulations that have nothing to do with
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mlk. Mny of the plants are nediumto small and process
specialty cheeses. Sonme are able to buy manufacturing grade
mlk at a reduced cost on a regular basis. In the |ast severa
years we have seen | arge cooperative cheese plants close in
California due to |l osses -- closed due to | osses fromprices
required under the current California state pricing system
The Cooperatives' proposal would be greatly increase these
costs. @allo supports the Dairy Institute's proposal that

al  ows depooling in California.

Joseph Gallo Farnms is opposed to the Cooperatives
proposal as witten. Sonme plants, for sone plants it would
nean closure. For others it mght nmean a conplete change in
the way they do business, including the amount of mlk they
could purchase. | know the cheese plants that have planned to
add -- | know of cheese plants that have planned to add
addi ti onal cheese making equi pment or whey processing
equi pnent, that would not be able to neet the plan due to
dramatically increased mlk costs. The cost of rawmlk in the
cheese plant can be 95 percent of its total cost. Areas that
we conpete with the cheese sales, such as |daho and U ah, are
not priced regul ated under any state or Federal Order.

We support the principles of the Dairy Institute's
proposal, in particular the concepts of noving the whey pricing
fromdry whey to whey protein concentrate, a nuch nore

market-oriented price. It is our understanding that there is
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only one plant in California currently drying whey. Mst whey
product pricing is related to the WC price, rather than the dry
whey mar ket .
Q The WPC price?
A Yes.
Q Thank you.
A.  Most whey product pricing is related to WPC price
rather than the dry whey nmarket.
Gallo is concerned that the inplenmentation of a Federa
MIk Oder in California could cost the closure of snall to
medi um si zed cheese plants, including Gallo's. This would
result in |ess processing capacity in the state and nore
producer mlk seeking a market.
Thank you for the opportunity to testify on behalf of
Joseph Gallo Farms. And this concludes ny testinony.
Q Thank you, M. Paris. | think | neglected at the
begi nning of your testinony to ask that be | abel ed as
Exhibit 134.
JUDGE CLIFTON: Yes, it has been. Thank you.
MS. VULIN.  Thank you, your Honor
JUDGE CLIFTON:.  And | would like just, with M. Paris'
perm ssion to add two words. On page 2, the last ful
paragraph, the top line, the way, way you read that, M. Paris,
you inserted a "they" and | think that belongs in that printed

l[ine. Wuld you read the sentence again for ne?
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MR PARIS: This is on the |ast paragraph?

JUDGE CLIFTON: It's the last full paragraph that starts
w th the word producers.

M5. VULIN. This is the second page of the printed
testinony, so actually third piece of paper.

MR PARS: Ckay.

JUDGE CLIFTON: Onh, yeah, and | guess it is not the |ast
full paragraph, it is the next to the |ast.

MR PARIS: So you want ne to read that |ine again?

JUDGE CLI FTON: Yes, please.

MR. PARI'S: Producers have a tendency to | ook at the
M dwest or the East Coast and feel that -- | should insert
they -- are being deprived of a fair price.

JUDGE CLIFTON: Al right. And Ms. Frisius, are you there?
Good. Thank you. So we have inserted that word "they", and
then on the next page, at the end of that first paragraph, read
that sentence for nme, if you wll. It starts with the word
Gl I o.

MR PARIS: @Gllo supports the Dairy Institute's proposa
that allows depooling in California.

JUDGE CLIFTON:. Right. So we'll just insert the word "in".

MR PARI'S: | knew | should have had our Secretary
doubl e-check this, but | didn't have tine.

JUDGE CLIFTON: Well, you actually did beautifully. And

there were a couple of other snall ones, but | don't think they
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matter, so those are the only two that | wanted to make sure we
had those words.

MS. VULIN M. Paris, these aren't our first edits, and
['msure they won't be our last. At this time | would like to
move the adm ssion of Exhibit 134.

JUDGE CLI FTON: Does anyone wi sh to question M. Paris
bef ore determ ni ng whet her you object? No one. Are there any
obj ections to the adm ssion into evidence of Exhibit 1347
There are none. Exhibit 134 is admtted into evidence.

(Thereafter, Exhibit 134, was
received into evidence.)

M5. VULIN M. Paris, is there anything el se you woul d
like to add in addition to what you have shared with us to your
testinony today?

MR PARIS: Not at this tine.

M5. VULIN.  Well, thank you very nuch for being here, |
have no further questions.

JUDCGE CLI FTON: Thank you, Ms. Wulin. Wo would like to
ask additional questions of M. Paris? M. Mltner.

CROSS- EXAM NATI ON
BY #1:
Q Good afternoon, M. Paris.
A CGood afternoon.
Q Ryan MlItner, counsel for Select M|k Producers.

I'mlooking at what is the, it's the third page of your
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statenment. It is actually the second page with text on it.
It's starts, the first words are, "if Gallo had been required
to pay," do you see where |I'm /| ooking at there?

A Yes.

Q Ckay. So in that paragraph you stated that from
January 2014 through Septenber 2015, cost per cheese for Gllo
woul d be 22. 37 cents higher under the Cooperative proposal

A, That is correct.

Q Ckay. Can you tell us how you arrived at that figure?

A, W took the pricing during those nonths of what the
Federal Order Class Ill price would be and what the California
C ass 4b price woul d be based on conponents, and run a
spreadsheet. And then we took the anount of cheese, |ooked at
the cost between the two, took an anount of cheese that we
processed in that time, and used it to run a cost per pound of
cheese, and the average was 22.37 cents for that period of
time, January 2014 through Septenber 30th of 2015.

Q And are you famliar with the changes to the
California 4b price formla?

A Certainly.

Q That were recently inplenented?

A, Right.

Q Do you have any thoughts as to how t hose changes woul d
affect this calculation that you included in your testinony?

A, W just sinply ran what those actual prices were and we
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didn't go beyond that where they mght be. Now, we do notice

t hough the average is 22.3 cents, it ranged from 37 cents to 10
cents depending on the nonth. Part of that is because of the
whey price, where the whey price was at. And possibly the
difference in the last few nonths that we have seen a change in
the California pricing.

Q And | think that if you went back far enough you m ght
even find some situations where there would actually be a
positive benefit to being priced under the Federal Order versus
a California O der.

A 1 didn't run, | didn't go back any farther than that,
and, you know, | would be surprised if it was, except for maybe
a nonth or two. There may be nmonths when that was true.

Q Do you have any, have you done any analysis to
determ ne whet her the recent changes to the 4b price formla
w || cause hardship for Gallo?

A, Wth the whey price where it is, it has not caused us a
| ot of heartburn. |If the whey factor was where it was, it
woul d be a lot of heartburn. It would have had, it would be
very costly to us.

Q What do you nean by if the whey factor were where it
was ?

A Well, the price of whey has gone down, you know, that's
probably all, in the hearing record already. |It's dropped

trenendously and down about 22 and a half cents, sonething |ike
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that now And so with it that lowin the new pricing formula
inthe 4b price, it is not a lot of, not a |ot of noney. But

if it was back up at 80 cents where it was in 2009 or 2012
whenever it was there, it would be inpossible nake any noney.
In fact, at that tine, under the old formula that we had, Gallo
found that their costs were $2.00 a hundredwei ght over what
they'd be getting out of their products.

Q So what you are focusing on there is nore the price of
the whey rather than the mechanismwth in the fornula itself?
A. | think the price of the whey has been the big factor
in this change, although there is sonme, based on the change in

the California 4b price tenporarily for one year.

Q Sure. The cows that Gallo owns, and those farms, do
they own any quota?

A, No.

Q You nention in your statement that you, that one of the
possi bl e responses of Gallo to a Federal O der would be
elimnating prem unms or handling charges paid to your
suppliers.

A, That's correct.

Q So |l can infer fromthat that you currently pay
premuns to your suppliers; is that right?

A, That's correct.

Q Has that been the case historically as well?

A, Yes.
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Q Do you change your premuns in response to changes in
the California 4b fornul as?

A. W haven't that nmuch at this point, but we're | ooking
at sone new pricing formulas which we woul d probably do that.
So far, our contracted prices are based off quality premuns, a
special premiumthat we pay for special mlk into the plant,
and some protein prem um

Q Areyouwlling to share with us, for the record, what
the average prem um paid to your producers is?

A, Qur outside suppliers?

Q Yes, sir

A | didn't ask permssion to share that, but it is in
excess of 75 cents on the average per hundredwei ght.

Q Thank you. | don't want you to get in hawk with
M. Gllo or anything.

A. Believe ne, | won't.

Q Very good. You also mentioned that you have export ed,
or your conpany has exported cheese as far as Japan?

A.  Uh-huh.

Q Wich I think is pretty unique for cheese makers.
Exports are nore and nore inportant, but Japan is one country |
don't here frequently nentioned as an outlet for U S. cheese.
Is that type of export sale pretty typical for Gallo?

A. W have exported to Japan, we have exported to Korea.

W have, there's other Asian countries we have had, and those
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are basically blocks that we export, and they are there at

times and at tines they are not there. It's -- it's not steady
busi ness.
Q Gkay. | would be interested in your opinion as to why

t hat business is not steady for you.

A W're actually a plant that is designed to do our own
brand. W cannot conpete with large bl ock nmakers. There has
to be strong demand, and when there's tinmes of strong demand,
we are able to export some and actually make sone profit off
it. But on a day-to-day basis, it is hard to do. W do supply
bl ocks to some domestic people that buy it, cut it and wap it
t hensel ves, and that's another, food service and things |ike
that. But export sales, when there's great demand out there,
we have taken advantage of some of that and exported bl ocks.

Q Does the price variation in the 4b price in California
contribute in any way to your ability or inability to regularly
or consistently supply an export market?

A |1 think it has nore to do with the demand for the
export market than it does the 4b price.

Q Okay. Gllo d@obal Protein, you testified that it
produces WPC. What types of whey protein concentrate does it
produce?

A It processes WPC into WPl 90.

Q So describe for us, | guess, the process how you take

whey from your cheese making operations and get to WPl ?
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A. It goes through an ultra-filtration system about three
different steps. It is then dried into WPI. W have perneate
that comes off of it that we do nothing with, except, | think
they may sell a little of it sonetimes, but nmost of it is used
incattle feed. 1It's not really profitable.

Q So the whey fromthe cheese plant becones filtered and
concentrated into WPC, then it noves to your plant where you
further process it into WPI 907

A, The whey fromthe plant goes to the new Gallo nutrition
protein, which is 20 feet away.

Q Ckay.

A. W also buy some WPC from ot her people. W take our
whey and what WPC we buy, and it is all runs through the
filters inthe Gallo plant. Now, |I'mnot the operator of the
plant, and | do not understand all the technical parts of that.
But | know that when we're done, we have WPI, and that's what
we sell. W do have another product that conmes off of that
which is alittle bit of the protein that's left, and some of
the fat that's left, we call Pro Cream and nost of that is
sold for animal feed.

Q What does Gallo Cheese do wth its whey creanf

A. That's where we get the Pro Cream

Q Ckay.

A It goes right into the mx. W don't skimthe whey

creamat all. | guess technically it goes for animal feed.
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Q Your Mozzarella blocks and pasta filata cheese, do
those tend to be high noisture cheeses, and | guess greater

than 50 percent. Soneone's asked nme what | think is high

noi st ure.
A, Honestly, I"'mnot sure. |'mnot a cheese naker,
ei t her.
Q Ckay.
A. | would say they mght be alittle lower, I'mnot sure.
Q kay. Al right. Well, | thank you for your answers.

| don't have anything further, your Honor.

JUDGE CLI FTON: Thank you. M. Paris help ne understand
where Atwater, California is. Wat county is it |located in?

MR PARIS: It's |located in Merced County. It is,
actually, the town's about five mles north of Merced. CQur
plant is ten mles west of Merced, but it is in the Atwater Zip
code. And Livingston is about another ten mles the other way,
so we're kind of the center of the valley there.

JUDGE CLIFTON: Al right. And when did you start
consulting with Gall o Farnms?

MR PARI'S: Cctober 1998.

JUDGE CLIFTON: Al right. And that's just right after you
started your consulting business?

MR PARIS: Yes. You don't want me to tell the whole
story, but yes, that is correct.

JUDCGE CLIFTON: | bet | --

6098

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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

MR PARIS.: | had told M. Gllo | was thinking about that
and in July, and I was going to see sonebody else that had some
interesting, had sonme interested ne to do sonething, and M ke
said, "Wen can you conme and see ne?" | said, "How about
Monday?" And | started on Tuesday.

JUDGE CLIFTON: | love that story. Now, do you consult for
all of these entities, the farns, the cheese plant, the
dairies, and the G obal Nutrition business?

MR PARIS: | don't have really anything to do with the
d obal Nutrition business. | handle milk comng in, comng
out, whatever mlk we buy I work with themon the contracts and
those kind of things. The only other aspect that | dois Gallo
Farm ng, where | handle all the reports that need to go to the
farmservice agency. | do not deal with the NRSC, there's
ot her people that do that. And | provide Mke Gallo and the
ot her senior nmanagers marketing information on a daily basis.

JUDGE CLIFTON:. And the initials you used were the Natural
Resour ces Conservation Service?

MR PARI'S: Yes.

JUDGE CLIFTON: And that's a USDA entity?

MR PAR'S: Yes.

JUDGE CLIFTON: Al right. Do you help set the prices at
whi ch your products will be sold?

MR, PARIS: Are you talking about cheese products?

JUDGE CLIFTON: Let's start with that, yes.
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MR PARI'S: No.

JUDGE CLI FTON: What other products do you sell besides the
cheese and the whey? Do you sell any fluid mlk?

MR PARIS: Alittle bit of olive oil.

JUDGE CLIFTON: Qive oil?

MR PARIS: Small anount. We will be selling alnonds in
the near future.

JUDGE CLI FTON:  Wen you nentioned that you have 300
enpl oyees, did that include all of the different operations you
have described in your testinony?

MR PARIS: Yes, that would be the whole Gallo conpl ex.
And in the tines that we farmthere's probably another 150 to
200 farm workers.

JUDGE CLI FTON: Who next has questions for M. Paris?
M. Vetne?

MR PARIS: Been a long tinme since we have been in this
position, isn't it, John?

CROSS- EXAM NATI ON

BY MR VETNE:

Q W are in the sane position relative to each other that
we have been in the past.

A.  Absolutely.

JUDCGE CLI FTON:  And your name, sir?

MR. VETNE: John Vetne, representative for Hilmar Cheese

Conpany.
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BY MR VETNE:

Q M. Paris, | have been an observer at a distance of the
growmth of Gallo Cattle Conpany's cheese naking busi ness.

A.  Uh-huh.

Q M recollection is that when Joseph Gallo started out,
he started out making cheese only fromhis own cows.

A.  Uh-huh.

Q The mlk of his own cows, and then gradually grewto
receive mlk from other sources.

A.  Uh-huh.

Q Wre you there during that tinme when he was doing it
just fromhis own cows?

A | know of that time, but | didn't cone until later on.
Wen | first started dealing with Gallo Farns, | was working
with National Farners Organization. And there was another
smal | cooperative that was selling mlk to them and then they
bought some from National Farmers, a small quantity to begin
wi t h.

Q Ckay.

A, And that was when | was working for National Farmers,
that was ny introduction to Gallo Farns.

Q Gkay. But during the, during the course of the 17
years that you worked there, you gained some understandi ng of
history of Gallo as you indicated in your testinony?

A, Yes.
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Q Do you have awareness of when Gallo started and was
maki ng cheese exclusively frommlk of its own enterprise cows,
whet her Gallo was required to participate in the California
pool ?

A, They were not in the California pool.

Q They were operating as a nonpool plant?

A.  (Qperating as a nonpool plant.

Q Gkay. And at sone point did that change?

A Yes.

Q Wen did that change?

A, About the second year | worked for them

Q And what was the, what event occasioned the change?
A. | was going down the road and thinking about certain

things, and all of a sudden it popped into mnd, why aren't we
pool ed? Because | saw there was an advantage there and nobody
el se had ever |ooked at that. And so | went to Mke Gallo and
we went and nmet with the Dairy Marketing Division and the MKk
Pooling Division at the sanme tine, and asked t hem what steps we
had to take in order to be part of the pool. And they told us,
and sent us a letter requesting it on a certain date, and you
are a menber of the pool. So that's what we did.

Q So prior tothat time, Gallo had an option to be in
California a nonpool plant?

A.  Yes. They have that option today.

Q And they have that option today. 1Is that an el ection
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that can be nade nonth to nonth?

A.  Once a year.

Q Once a year?

A, W currently -- we currently are a nonpool plant as of
July 1. Prior to that, we were a pool plant for a couple
years.

Q kay. Is the mlk that's being received by Gallo
pool ed by other entities?

A Yes.

Q Does that include the mlk of Gallo's own farnms being
pool ed through another entity?

A No.

Q Gkay. So sone of your -- sone of Gallo's mlk is
pooled mlk some of it is not pooled mlk?

A, Correct. W buy mlk fromcooperatives that's pool
m | k

Q Gkay. And for the mlk that is purchased, CDFA
regul ates the price.

A Yes.

Q kay. |Is the -- is the farma separate legal entity
fromthe cheese plant?

A. No, they are both owned by Gallo Cattle Conpany.

Q kay. Good. Thank you very nuch.

JUDGE CLI FTON: Who next has questions for M. Paris?
Ms. Aiver Thonpson.
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CROSS- EXAM NATI ON
BY M5. OLI VER THOVPSON:
Q Megan diver Thonpson
Good afternoon, M. Paris.

A CGood afternoon.

Q I'mone of the attorneys representing the dairy
cooperatives in this matter.

A Ckay.

Q Sol just want to be clear on timng. M. Gllo
started his dairy farms in 1946; is that right?

A Yes.

Q Gkay. And then it was 1983 that he started the cheese
busi ness?

A Yes.

Q You mentioned in your --

A, He started farmng in '46 but he didn't start dairy
busi ness of raising cows until later on. That was probably
'78. The cheese plant was built in '83. And one of the
reasons why he built the cheese plant is the cooperatives
woul dn't take his mlk and he was shipping it to Nebraska. And
so he decided it would be nuch nore profitable to build his own
cheese plant.

Q Ckay. Thank you. That's exactly the clarification I
was |ooking for. So 1978 is when he started the dairy?

A. | think that's about, | can't speak to that exactly,
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but I think it was '78. He was raising heifers and selling
them and he decided to start mlking his own cows. | think
that was in '78. The cheese plant was built in '83.

Q Gkay. You nention in your testinmony a numnber of
different ways in which Gallo has invested in its business to
try to inprove efficiency and | just wanted to wal k through

each of those and ask you when those were put in place.

A Ckay.

Q First you nmentioned the Gall o nethane digester?
A Yes.

Q Ckay. Wien was that?

A | think that was 2006.

Q Gkay. And then you talk about a waste water processing
system \Wen was that?

A Wll, that -- it's, there's -- there's been changes
over time, but basically that started not |ong after the
di gester was put in. You want nme to wal k through that systen?

Q | don't think so.

A Ckay.

Q I'mnore looking for kind of the tineframe of when the
busi ness was able to put these operations into place.

A Ckay.

Q But -- so you are saying that that part of the system
was put into place after, sometine after 2006 when the

di gester --
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A Yes, and it's been inproved over the years. Things
have changed over the years. |It's been a work in progress,
guess you' d say.

Q Thank you. And then the whey processing facility, when
was that put into place?

A. | don't know the exact time, but | think it was around
2010, 2011.

Q Gkay. So all of the inprovenents you tal ked about in
your testinmony were instituted within the last ten years; is
that right?

A, Yes, those two particul ar ones, yes.

Q Gkay. Now, today, Gallo does uses both its own mlk
and m |k purchased fromother suppliers to process cheese as
you testified?

A Yes.

Q Does it use all of its owmn mlk in the cheese
processi ng?

A Yes.

Q Ckay. And can you say what percentage is mlk from
your own farm as opposed to m |k bought from others?

A No.

Q Gkay. And you nentioned that you do buy co-op mlk
Do you buy mlk fromany independents or --

A. No, we just buy co-op mlk at this tine.

Q Gkay. In ternms of the cheeses that are produced by
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Gllo, can you tell me what percent of your production is
attributed to each type of cheese?

A. No, | do not have those nunbers.

Q Gkay. And can you tell me what are the yields for each
type of cheese?

A. | do not have those nunbers.

Q You have tal ked about the type of whey that is
processed. Is this WPI 90 the only final whey product that
Gal | o produces?

A Well, that plus what we call Pro Cream which is -- and
then you have got perneate that cones off the system

Q Ckay.

A. Perneate is a lot of l[actose. It nmakes a good dressing
for cattle feed, and you know, soneday they may get into where
they are doing something with it, but not at this point.

Q kay. And where does Gallo sell its WPI 90? In what

mar ket ?

A. | don't know where they sell all of it. It goes
t hrough sone people. They have been, | don't know where they
sell it.

Q Do you knowif it is in-state?

A.  Donestically, although sone of it may be exported.

Q Ckay. And domestic throughout the United States
potential | y?

A. | think so.
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Q ay. Do you know how it's priced?

A No.

Q You testified that you are processing WPC fromyour own
pl ant and you al so purchase it fromothers. | kind of want to
get at the reason for purchasing it fromothers. |Is that to
increase profitability?

A. That's the point, increase the anount of flow you have
got going through the plant, try to nmaximze the flow going
t hrough the plant because that's when it is going to run its
nmost efficient. W don't, at this current time we're not
produci ng enough of our own whey to take up all the capacity we
have and there are a few other plants around that have that,
that WPC that we buy fromthem

Q kay. So by buying WPC from ot hers, you are kind of
defrayi ng some of the costs by filling the capacity and al so
having nore to sell in the end?

A, Trying torun it efficiently.

Q Yep. | think you said earlier, if |I remenber
correctly, that that part of your business is not highly
profitable, but it is indeed profitable; is that right?

A That | said what?

I think you said it is not highly profitable?

Q
A, The dobal Nutrition?
Q Yes.

A

No, not now.
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Q Ckay. But is it indeed profitable?

A. | believe that it's profitable, although there have
been times when it was not profitable. And if we weren't
buying sonme of it, it mght not be profitable. If we rely just
on our own whey.

Q Ckay.

A, It's those last little bits that nmakes it profitable,
you know. Even with the cheese plants, the last two or three
vats that makes it profitable.

Q So you have adjusted in order to make it a profitable
busi ness?

A. W are attenpting to do that, yes.

Q | understand Gallo sells cheese donestically and al so
exports it. Are you able to say what percentage is sold

domestical |y as opposed to outside the country?

A No.
Q Ckay.
A. | can say the bulk of it is domestic.

Q Ckay. You also nentioned that you are going to be
sel ling al nonds soon?

A Yes.

Q How many acres of alnond trees are you grow ng?

A |1 think we planted 1,400 acres. It is called
di versification

Q W have heard about that here.
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A.  Uh- huh.

Q And how long ago did you do that?
A. Last year.

Q Ckay.

A, And this year. W had, the oldest trees we got is one
year ol d.

Q kay. On the third page of the Exhibit 134, 1'm going
to direct you again to a sentence that M. MIltner referenced
in his questions in the first paragraph, where you say that
"from January 2014 through Septenber 2015, we believe that
Gllo' s cost for pound of cheese would have increased under the
cooperatives' proposal by an average of 22.37 cents.”

A Yes.

Q Wiy did you choose that tine period?

A Qite honestly, | wasn't sure | was going to testify in
this hearing until just in the |ast few days because of sone
heal th issues and sone other issues. And so |, when | |ooked
at this, I didn't have tine to go back and di g everything up,
so | went back to January of 2014 and ran through
Sept enber 2015.

Q Ckay.

A. That's the reason | took that tine period.

Q Okay. So it was really just a natter of convenience
and timng and all of that, there wasn't some consci ous

deci sion that you weren't going to go back farther in time?
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A, That's correct.

Q Gkay. Now | want to direct you to the |ast page of
your testinmony. The first paragraph where you tal k about
depooling. Have you done any studies regarding the benefit of
depool ing, you know, related to this particular testinony in
Federal Order systemon anything nore than a, you know, spot
basi s?

A. No, | have not done any in-depth studies onit. |
figured a ot of other people probably testifying here would do
that and there would be a lot of infornation there on that.

| could probably tell you that | worked in many Federa
Orders over the years prior to the consolidation, and we have,
we did a lot of pooling and we did a | ot of depooling. | can
tell you that in 2003 we pooled a ot of mlk fromCalifornia
out into certain Federal Orders until they decided to plug
t hose hol es, and haven't done any since. But that was a | ot of
fun, and profitable.

But we know in California, and Gallo has probably been
the only plant in California that, over the years, have been in
the pool at times and been out of the pool at tines.

Q Gkay. So you're basing your, the benefits of depooling
on your experience here in the California, your ability to
depool on an annual basis?

A Yes, at tines it is profitable, at tines it is

profitable to be in the pool. That's the sane way it is done
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in other Federal Orders. Sonetimes it is profitable to have
that mlk in the pool, sonetimes it is profitable to depool it.

Q And have you |l ooked at all at what the average cost of
mlk is to Federal Order plants?

A. Not recently.

Q In that same paragraph toward the end you say "in the
| ast several years we have seen | arge cooperative cheese plants
cl ose due to the losses fromthe prices required under our
current California state pricing system”

A.  Uh- huh.

Q Wat's your basis for that statenent?

A, Wll, there was a plant down in Corona that closed, a
| arge plant, because it couldn't, it wasn't profitable. And ny
understanding is Land O Lakes cl osed a cheese plant several
years because it wasn't profitable. Now, | don't have private
information into the anount of nonies that they made or didn't
make, | don't know that. But | do know they closed. And | --
| assume they closed because they weren't profitable.

Q Ckay. But your, the basis for saying, the reason you
are providing for their closure is based on an assunption you
are naking not any other --

A.  Based on assunption that |'m making because | talked to
a lot of people that were involved and were told that.

Q kay. But other than that, you don't have any direct

i nformati on?
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A No, | don't have any direct information. | couldn't
tell you how much noney they made or didn't mnake.

Q Gkay. In the next paragraph you tal k about, toward the
end you say "the cost of rawmlk into a cheese plant can be 95
percent of its total cost."

A Maybe even hi gher

Q Is that true at Gllo?

A, Qur largest cost in the cheese plant is the cost of the
raw ml k. W even, on our own farm we pay our own farns a
prem um over and above the 4b price whether we pool ed or
depool ed.

Q In your experience, is that a or alow, this 95
per cent ?

A | think it is probably a good average. Wen | ask what
the cost of mlk is down to Gallo, they tell me it is about 95
percent .

Q In that same paragraph you tal k about, you know, one of
the bases for your opposition to the cooperatives' proposal is
that it nay nean closure for some small cheese plants. But
based on your testinony, that doesn't seemto be true for
Gllo; is that right?

A. | think we have sone abilities at Gallo that others may
not have. | think some of those are buying a hundred percent
of their mlk fromother suppliers or are nore at a

di sadvant aged position than what Gallo would be. If Gllo was
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buyi ng a hundred percent of their mlk fromother suppliers, we
m ght have to close. But we have the advantage of having sone
of our own cows. And we have the advantage, if we needed to,
to cut back on the anount of cheese we nmake except our branded
cheese, which is profitable, and increase the nunber of cows
that we have to make that cheese. Qur cows are all crossbred
or Jerseys, they have a high cheese yield, and we take

advant age of that. Mst of the m |k we purchase, or can
purchase, is mlk that is Holstein mlk, which has a nuch | ower
cheese yield.

And so we would do whatever we needed in order to try
to stay in business. It could be we would sell out and be an
almond farner. | wouldn't want to see that because | don't
know anyt hi ng about al nonds.

Q But you are |earning.

A. | really don't want to know about alnonds. | |ove the
dairy business. | would have to go to work for one of your
peopl e.

Q Ckay. Just a couple nore questions. The next
par agraph you tal k about the Dairy Institute' s proposal of
noving the whey pricing fromdry whey to the WPC. Have you
done any studies on that?

A. W haven't done a lot, but we know in our own pricing
of the WPI. The WPC market is a nuch closer market oriented

price than dry whey on our sales for WPl, and our sales are
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based off of that market, yet we still use, for regulations,
the dry whey price. Right nowit is probably an advantage to
us, but not necessarily selling our WPI, but paying for the
mlk. But -- but that, |ike everything else, is, that nmarket's
volatile it will be turn around go the other direction one of
t hese days.

Q And have you done any studies on what the inmpacts woul d
be of changing that -- that nethod of pricing?

A No. But I'msure there's others that testified here
that they have.

Q kay. Thank you, M. Paris. That's all | have.

A.  Thank you.

JUDGE CLIFTON:. M. Paris, | would like you to go down to
your fourth paragraph of your testinony,

MR PARIS: First page of it?

JUDGE CLI FTON: Yes, please.

MR PARIS: Ckay.

JUDCGE CLI FTON: At the end of that paragraph when you are
tal ki ng about "we concentrate whey fromour own plant and are a
mar ket for whey protein concentrate, WPC, from other snal
plants in the area.”

MR PAR'S: Uh- huh.

JUDGE CLIFTON:  In what form does that WPC cone to you from
those other snmall plants in the area?

MR PARIS: It'sinliquid form
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JUDGE CLI FTON: And what concentration is it, if you know?

MR PARIS: It's WC 34, nost of it. W do buy sone that
Is not that high. It's -- it just ROd, and it is alittle
less, it is not as concentrated as the other. RO Iis reverse
osnosi s that they use, they take the water out of it, but it is
not WPC.

JUDGE CLIFTON: Do you know if that liquid formthat cones
to your plant has been pasteurized and cool ed before it is
shi pped to you?

MR PARIS. Yes, it is. And we have very high standards,
qual ity standards on it coming in, plus it needs to be Kosher.

JUDGE CLI FTON: kay. Thank you. Who next has questions
for M. Paris? M. Mltner?

CROSS- EXAM NATI ON

BY MR M LTNER

Q M. Paris, just a couple quick questions. The first is
triggered by your last answer. |Is all your cheese and all your
products Kosher?

A Yes.

Q Ckay. Are you famliar with the manufacturing cost
surveys that CDFA publishes?

A Yes, | look at those.

Q kay. Are any of your plant's costs included in those
st udi es?

A. | think so currently. | knowin the past they have
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been.

Q kay. Now --

A. Cheese plant.

Q kay. So I'm-- you have testified that the raw mlKk
is 95 percent of your total cost. Ckay?

A, Sonewhere in that area.

Q Sonewhere in that area.

A. Yeah, if I was to ask what, how nuch is the percentage
of our cost is raw mlk? They would tell me 95 percent,
because | have asked that question, that's the reason I know
t hat .

Q Sure. So CDFA says that the total cost to make cheese
I's about 23 cents a pound.

A Ckay.

Q kay. And that doesn't include obviously the raw
product cost.

A. Correct. That's what it just cost to nake it.

Q Right. Soif | dothe math it seens either you're
selling your cheese for about $5.00 a pound, which | don't
think is the case --

A No.

Q O your manufacturing costs are substantially |ess than
California' s weighted average?

A | think if you | ooked at the cost study, the cost study

that Gallo is inis one of the smaller units wth higher costs.
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Q ay. Thank you. That's all | have.
JUDGE CLI FTON:  Wo next has questions for M. Paris?
M. Vandenheuvel ?
CROSS- EXAM NATI ON
BY MR VANDENHEUVEL:

Q Good afternoon, Joe.

A.  CGood afternoon, Rob.

Q Rob Vandenheuvel, M Ik Producers Council. Just a
coupl e of questions.

You had nentioned that you can't tal k about the
specific volunes of mlk that you produce versus nilk that you
purchase going into the plant, but you did testify that Joseph
Gllo Farms m| ks about 8,000 cows, correct?

A Yes.

Q And so just ny back-of-the-envel ope cal cul ati ons that
equates sonewhere in the vicinity of 200 mllion pounds of mlKk
a year, so which would nmean you woul d be buying nore than half
of the mlk that goes through your plant. Wuld that sound
general |y accurate?

A, W buy nore than half the mlk going into our plant.

Q Gkay. Thank you. There's sone testinony in your
exhi bit about sonme of the your sales specifically to Mexico.

A.  Uh-huh.

Q And sonme commentary on the second page of the text,

about sone of the challenges of those markets and that, talking
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about Mddle Gass in Mexico is not the sane as the Mddle
G ass here in the United States?

A. Correct.

Q And sone of the testinmony included Iimtations for, you
know, getting additional values out of those markets because
they just, as you said, can't afford to pay higher prices for
this their products?

A. M experience is that they are a little nore price
sensitive there than they are donestically here.

Q Now, those export sal es have been part of your, part of
Gallo farms growth strategy over the years in reaching new
mar ket s?

A, Yes. And we sell branded product down there.

Q Sell branded product. And so that has allowed Gallo
Farms to grow their nmarket share, or their sales, through, in
addition to the donestic markets, now some export markets?

A Yes.

Q Soininterpreting your testinony, it seenms to
indicate, and | would like you to tell me if this is inaccurate
or, you know, you don't agree with this, but it seens to
indicate that your decision to export into these narkets and
the limtations in getting value added dol lars out of the
mar ket pl ace in those sales to Mexico, that you tie that to the
opportunity to buy lower cost mlk in California. And what |

nmean by that is the testinony, as | read the testinony, it

6119

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XXX 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

seenms to sound like, to the extent that you are selling your
products at a discount, you think that it's only appropriate to
pass that discount along through a | ower regulated mlk price.
Wul d that be part of your testinony?

A. | would say because of the pricing in California, that
it is a big part of the reason we can send branded cheese into
Mexi co.

Q So essentially that discount --

A If that was elimnated, that mght elimnate that
mar ket .

Q So that discount in those prices of products that you
are getting relative to conparable, branded donestic sal es,
your testinmony is that it is appropriate to pass that discount
along in the formof a lower regulated mlk price to the dairy
farmers who are supplying nore than half of the mlk you need?

A, No, I"'mnot saying that at all. |'msaying that we
find that through the California systemand the regul at ed
prices in California, we have the ability to sell our branded
product into Mexico at a price that they are willing to pay.
That's what |I'msaying. And as | |ooked at the Federal O der
prices were in there, we would sell nuch | ess product into
Mexi co, because of the 22 cents per pound increase in that
cheese price.

Q So Joseph Gallo Farms is only willing to sell mlk into

Mexi co at the prices that the market wll gather, as |long as
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they can pay a lower price for the mlk that they buy relative
to Federal Order conpetition?

A, No, I"'mnot saying that. Wat |I'msaying is that we
have been able to sell product into Mexico at the prices of the
regul ated prices and what we pay in premuns for several years.
If the Federal Order came in and our prices went up 22 cents a
pound, and it, | have not |ooked that over five or six years,
and that is over the 18, 19 nonth period, which is significant,
it mght be difficult to do it. Because the Mddle O ass that
are custonmers in Mexico, are nore price sensitive than the
M ddle C ass people in the State of California.

Q So if Joseph Gallo farns had to pay a price --

A. W are paying a price.

Q Let nme finish nmy sentence, sir. [If Joseph Gallo Farns
had to pay a price equal to the Federal Order Class Il as
proposed, which is the price that applies in the other ten
Federal Orders on a regul ated basis, Joseph Gallo Farnms woul d
| onger be willing to sell as nmuch mlk into Mexico.

A W don't sell mlk.

Q Correction. Joseph Gallo Farns would be -- woul d not
be willing to sell as nuch cheese into Mexico because of that
hi gher price?

A That's -- we would be willing to sell all the cheese we
could sell down there. The problemis, the consumer woul dn't

buy it.
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Q ay.

A. That's the problem

Q And fortunately, in California you are able to secure
cheaper mlk supplies than you would in the Federal O der areas
to hel p pass that discount along to the producer?

A | didn't say that. | think -- | think that fromny
anal ysis fromwhat | have | ooked, that the prices in California
woul d be hi gher under the cooperative proposal than they are
nNow.

Q | agree with you there. Thank you very mnuch.

JUDGE CLIFTON: M. Beshore?

CRCSS- EXAM NATI ON

BY MR BESHORE:

Q Marvin Beshore. | said | wasn't going to cross-exam ne
Joe Paris.
A, Wll, | would have been hurt if you hadn't.

Q And I'mnot going to, we go back too far. But | have
got one question, what is the market for Kosher WPl ?

A, Honestly, Marvin, | really don't know what it is, but
nmost WPl needs to be Kosher. The market al nost demands Kosher
WP, as | knowit. And the people we deal with onit, as |
understand it, the people we sell it to demand Kosher WPI.

Q Do you know, are the prices for Kosher WPl published
anywhere, any price surveys, price series?

A. | don't know that you can find that nuch of a price
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series on WPl anywhere that's reliable. | w sh that we had
one, because | have | ooked for it, and there's nothing out
there really. Al you get is WPC and those things and that's
what you have to | ook at to determ ne one way or the other

Q You neke sure you pass the Rabbi's fees al ong?

A. Don't get ne started on that.

Q | won't.

JUDGE CLI FTON:  Wo next has questions for M. Paris?
Ms. Tayl or?
CROSS- EXAM NATI ON
BY M5. TAYLOR

Q Good afternoon, M. Paris.

A CGood afternoon.

Q M name is Erin Taylor. I'mwth the USDA and | want
to thank you first for comng here today and sharing the views
of your conpany --

A.  Thank you.

Q ~-- at this proceeding. | just have a few questions as
we' re nearing the end of our day.

Your whey plant, you gave processing capacity for the

cheese plant, how nmuch whey do you produce a year, if you know?

A. | don't know that | can give you a total anount of
that. | nean, we probably have those nunbers, | just didn't
get themfor this particular hearing. Like I said, | prepared

this very rapidly.
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Q So | mght ask you sonme questions, and if you don't

know, that's fine, but I'll just ask them
My first question, just because |'mcurious, can you

tell me what pasta filata cheese is because |'ve actually never
heard of that?

A, Mzzarella balls.

Q Mzzarella balls. GCkay. Thanks.

A. That's what we nake. To sone extent, provolone is the
same kind of a process. W also sell Myzzarella, |ow,
si x-pound | oaves that are -- it's cooked Mozzarella is what it
is. W also make bl ock Mbzzarella, which is just stirred curd.

Q Gkay. You buy whey WPC from ot her sources to process
at your plant. Do you pay the haul for that? Do you buy it
FOB the plant you are buying it from do you know?

A, W pay the haul on it, and then we price it back to
t hem based on, at their plant. But we pick it up and pay the
haul on it.

Q And do you know about how far the average haul is on
those | oads that you buy?

A | can --

Q Just an estinmate?

A. (One place is about 300 mles, one place is about 20
mles, the other place is about 30 mles.

Q So you buy from about three different plants?

A, Yes.
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Q Ckay. And your distribution domestically, is that
t hroughout the United States?

A O the WPl ?

Q No, of your cheese. | know nost of it's found in
grocery stores.

A, Most of our cheese is in the Pacific Northwest,
California, Arizona, Mexico, and we do sell sone to
distributors that you can find it on the East Coast, but that's
goi ng through some distribute or that we sell to.

Q Ckay.

A W don't narket it out there in those areas at all

Q Gkay. On the second page of your testinony you talk
about the 22.37 cents.

A.  Uh-huh.

Q And the final sentence in that paragraph says, "this
kind of cost increase would nake us uncompetitive in every
market, in every market we service and possibly elimnate our
sales to Mexico." And I know you just had a conversation about
your sales to Mexico, so I'mnot necessarily focused on that.
But unconpetitive in your donestic markets, would you, if al
the other cheese plants in California are still paying the sane
regul ated price, would you still consider yourself
unconpetitive, if that price happened to be higher?

A. | realize that, you know, there is that situation where

if you are paying, if everybody is regulated, you all pay the
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sane price, although there are differences in what you pay in
premuns in that such a thing. In that relationship, we would
not be unconpetitive in sone of the markets that we serve. But
t he cost woul d be rmuch higher, and it could be that some of

t hose other plants would go out of business and things |ike
that, and, you know, or we mght. W nmight not be able to pass
all that along to our custoners. You have to pass cost

i ncreases on to your custonmers. Sometines you can, sonetines
you can't.

Q So you might be conpetitive, but because of the cost
i ncrease, you mght be selling | ess cheese because it is
hi gher ?

A, Yes. Certainly Mexico and any other exports are an
i Ssue.

Q You said that the cheese plant is a nonpool plant in
California currently?

A Yes.

Q So I don't know, |I'mlearning about the California
system and have been learning for the past year, but you have a
nonpool plant status, but you still have to pay the regul ated
m ni munms, am | correct, for that mlk?

A Yes.

Q You don't get --

A. Based on in-plant utilization.

Q

Ckay. And on the |last page of your statement, first
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par agraph, you talk about m |k being purchased, "it has been
reported that milk has been purchased as nuch as $7 a

hundr edwei ght bel ow the m ninumregul ated prices in the spring
and summer of 2015." | just wanted to know your source or is
that just what you have heard from conversations, or --

A. | know a lot of people. | have worked from Maine to
California. | know a lot of people and | stay in touch with
themwhat's going on in the marketplace and around. And | know
fromat anecdotal information | have, that last spring in the
Northeast, milk was selling for less than, selling $7 under the
regul ated price. And | have also heard that a lot of mlk out
there was being skimed, the fat was being sold and ski mwas
bei ng dunped.

JUDGE CLI FTON: And the skimwas being what?
MR PARI'S: Dunped.
JUDGE CLI FTON:  Dunped.
MR PARIS: And | think there's been other publications
that have actually tal ked about that issue.
M5. TAYLOR | think that's all | have. Thank you very
much for com ng here today.
MR. PARI'S: Thank you.
M5. TAYLOR | think my col | eague has one.
CROSS- EXAM NATI ON
BY MS. MAY:
Q Laurel May fromUSDA. | had just one question. On the
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second page of your testinony of the text, in the fourth
par agr aph down, you say "because of transportation costs,
they," meaning the Mdwest and East Coast producers, | guess,
“can demand hi gher prices for their products.”

Can you clarify that, they, and --

A, Many of the products com ng out of the Mdwest are
going to the East Coast, so they are demanding a prem um for
that to cover transportation costs, plus others. And you can
l ook in the Dairy Market News, you can see what sone of those
sales are on a regular basis. Mich higher than what you can
sell cheese for in the State of California.

Q So you are saying that they are charging at higher
prices because they are adding --

A, They have to recover their transportation, but they are
in a place that they can do that. W can't -- we can't sel
any cheese to the East Coast because our transportation costs
woul d be way too high.

Q D d you have, were you here when Dr. Stephenson was
testifying?

A Just for alittle bit this afternoon, yeah.

Q Because he showed us a chart that shows the
di stribution of cheese going all the way across the country
fromCalifornia, so that's kind of an interesting contrast.

A, Let ne say this, the type of cheese and the size of

plant that we do in California is different fromwhat sone
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conpany as big as Hilmar mght do. Now, they would have a huge
cost increase also. But they may be selling out East, | don't
know whet her they are. | don't know how their marketing goes,
but | know they are a | ot |arger plant, probably a nuch nore
efficient plant than we are at Gallo, although we try our best,
and we don't conpete in that market. W conpete in the market
where we have a branded cheese that we think tastes better than
anybody el se's out there and that's where our sales are at,
because of the recipes we use and have used for a long tine.
And we have a reputation for having the best Pepper Jack Cheese
there ever was, and our our extra sharp cheddar will stand up
to anybody's anywhere, and | don't care whose, and we proved
that wth blind taste tests wth Costco and sone ot her
conpanies. So we're in a different narket than larger plants

m ght be.

Q Ckay. It was just, the way the sentence was witten
confused ne.

A It's not really a good sentence. | probably shoul da
re-done that. Like | said, late at night 1'mdoing this and
it"'s not, it's not as good as it could have been, I'Il put it
t hat way.

Q So then your answer just pronpts ne to ask one nore
question. You nentioned earlier that nost of your distribution
is here on the West Coast --

A, Yes.
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Q ~-- and to Mexico, but then you said you do have sone
Eastern sales. |Is that with the same branded product that you
sell here or is it under different |abels?

A. It's the same branded product that gets picked up by
sonmebody we sell with out here in this area, it could be in
Arizona, | don't know where it would be. But it gets picked up
in their system and we have heard that people call us and say,
hey, | bought your cheese, how can | get that on a regular
basis? Well, we don't supply it out there, but sonmebody that
we sell that's a distributor may be selling sone of it out
there. It's not a large amount at all. And we have nothing to
do where they sell it. W sell to themin California or
Arizona and they buy it some, sell it soneplace el se.

Q That's interesting. Thank you so much.

A, Thank you.

JUDGE CLIFTON: | know we're running short on tine, but

['I'l invite any further questions. Do you have any redirect

Ms. Wulin?
M5. VULIN.  No further questions. | just wanted to thank
you, M. Paris, for joining us. | knowthat it was a long trip

and we really appreciate you fitting us in.

MR PARIS: Wll, I'mglad | did.

JUDGE CLIFTON: | am too. Now, M. Paris, you told me
that your testinmony was going to be very short.

MR PARIS: |t was.
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JUDGE CLIFTON: And | told you that | liked the sound of
your voice and | was hoping you would testify for a long tine.

MR PARIS: Well, ny voice is not like what it once was.

But | came from Southern Mssouri and | still, even though
have worked in the North and worked in California since 1977,
still got that, a little bit of that Hillbilly twang to it.

JUDGE CLI FTON:  Thank you so very nuch, M. Paris.

M. English?

MR ENGISH | want to thank you, too, M. Paris. Good to
see you again. Al right. It is that time of our program

JUDGE CLI FTON:  Yes, 4:57.

MR ENGLISH | think I remenber M. Beshore yesterday
asking who ny wtness would be this afternoon when Ms. Tayl or
got off the stand md-afternoon. So -- and at the time | said
| really don't know how | ong Dr. Stephenson would go.

So Ms. Taylor wll start tonorrow norning,
Ms. Sue Taylor, unless Ms. Erin Taylor wi shes to get on the
stand, but | think it is not the right answer, so, for her. So
Ms. Sue Taylor will be back on the stand first tonorrow norning
with Part 2 of her testimony. And we did divide it up into
Part 2 and 3, and there will be another part either later
tomorrow or Friday norning, just to get it done.

We al so now have anot her known known that used to be a
known unknown -- that's the last time I'll say that -- from

Nestle, a short, relatively short statenent from
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Steve Kluesner, K-L-UE-S-NNE-R Then the order will depend,
but we do expect to discuss quota tonorrow, and Dr. Schiek wll
return to the stand to discuss quota. And |I'mnot prom sing
the order after | get past Nestle, I'mnot promsing the order.
So Dr. Schiek on quota, M. Zolin on Section 9 (d), whichis
his Part 6.

| understand from M. Beshore we may have a dairy
farner at sone point, and | sort of put it in there because |
figured that nmaybe lunch time, we'll see. W have
M. Blaufuss, Part 4, on fortification.

We have got M. Zolin, Part 7, on a nodification to
7 (c). Not conmpletely yet done, so I'mnot sure whether it
wll be ready for tomorrow. And then we have, if it's ready,
Sue Taylor, Part 3.

If all that gets done, so be it. That would nean for

Friday norning we woul d have Dean Foods testifying on the

producer-distributor exenpt quota issue. | don't think it's,
again, as | have said all week, | don't think it is |likely that
we'll get the transportation credits piece done, and | may have

sone stray cats that show up next week.
JUDGE CLI FTON:  You may have what ?
MR ENGLISH | call themstray cats.
JUDGE CLIFTON:  Stray cats?
MR, ENGI SH Wtnesses that have sort of indicated they

m ght show up. So | don't know what to say to Ms. Hancock, and
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[, you know, | just don't know whether we can get all of that
done, and | don't know where that puts you. | have tried to
have conversations with you and do the best | can to keep you
informed. And M. Beshore, you have a question?

MR. BESHORE: Nestle's topic?

MR, ENGLISH It is going to be like other entities,
general. It wll be general.

JUDGE CLI FTON: M. Beshore's question was Nestle's topic,
to which M. English responded, general.

Ms. Hancock, | believe your witness needs to testify
Friday, comng in specifically for that purpose; is that
correct?

MS. HANCOCK: Nicol e Hancock. No, we do not have a witness
that needs to testify on Friday. W have a witness who is
| ocal that we can have testify on Friday and will be ready,
wll likely be here anyway for the producer-handl er discussion,
['*mhoping. So | think it wll be fine. W can put himon or
not. It will give us sone flexibility.

Beyond, if for sonme reason things noved really fast
beyond that witness, | don't have anyone el se on Friday
available. Tone it's alittle bit too risky to try and bring
nore people in to | eave them hanging over the weekend. So | do
have sonmebody that, nmy Federal Order witness, | believe, wll
need to be off the stand by Tuesday. But at this point, it

still looks -- I"'mstill optimstic.
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JUDGE CLI FTON: Good. Thank you. That's very hel pful.
M. Beshore?

MR, BESHORE: Well, just to get all the information out
here. There is a producer tomorrow, and another one that |'m
told is comng in Friday.

JUDCGE CLI FTON: Do you know their nanes?

MR. BESHORE: The, Friday is M. Doornenbal, who was here
earlier is comng back, I'mtold. And | don't have the nane
for tonorrow.

JUDGE CLIFTON: Al right. Thank you.

MR. BESHORE: | don't think I have a nane.

JUDGE CLIFTON: Al right. Thank you so nuch. W go off
record at 5:02. See you in the norning.

(Wher eupon, the evening recess was taken.)

---000- - -
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