CERTIFIED COPY

UNITED STATES DEPARTMENT OF AGRICULTURE

BEFORE THE SECRETARY OF AGRICULTURE

In re:

Milk in California

Myra A. Pish,

400637
97| @

(310) 207-8000 Los Angeles
(310) 207-8000 Century City
(916) 922-5777 Sacramento
(951) 686-0606 Riverside
(212) 808-8500 New York City
(312) 379-5566 Chicago

CSR No.

VOLUME XXXV

TRANSCRIPT OF PROCEEDINGS

November 11,

11613

(415) 433-5777 San Francisco
(408) 885-0550 San Jose

(800) 222-1231 Martinez

(818) 702-0202 Woodland Hills
(347) 821-4611 Brooklyn
00+1+800 222 1231 Paris

[AO]
Docket No. 15-0071
2015
BARKLEY
Court R;porters

(949) 955-0400 Irvine

(760) 322-2240 Palm Springs
(702) 366-0500 Las Vegas
(702) 366-0500 Henderson
(518) 490-1910 Albany
00+1+800 222 1231 Dubai

barkley.com

(858) 455-5444 San Diego

(800) 222-1231 Carlsbad

(800) 222-1231 Monterey

(516) 277-9494 Garden City
(914) 510-9110 White Plains
001+1+800 222 1231 Hong Kong




© 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

UNI TED STATES DEPARTMENT OF ACGRI CULTURE
BEFORE THE SECRETARY OF ACRI CULTURE

In re: ) [AQ

)
MIlk in California §

BEFORE U.S. ADM NI STRATI VE LAW JUDGE
JILL S, CLI FTON

Wednesday, Novenber 11, 2015
9:03 a.m
Piccadilly Inn A rport

5115 East MKinl ey Avenue
Covis, California 93727

TRANSCRI PT OF PROCEEDI NGS

VOLUVE XXXV
Reported by:
Myra A Pish CSR
Certificate No. 11613
7003

Docket No. 15-0071

TRANSCRIPT OF PROCEEDINGS-VOL. XXXV

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

APPEARANCES:

U. S. DEPARTMENT OF
AGRI CULTURE:

U. S. DEPARTMENT OF
AGRI CULTURE:

CALI FORNI A DAI RI ES,
I NC., DAl RY FARMERS
OF AMERI CA, INC.,

LAND O LAKES, [|NC.:

DAl RY | NSTI TUTE OF
CALI FORNI A:

LEPRI NO FOODS:

DEAN FOODS COWPANY:

CALI FORNI A PRCDUCER
HANDLERS ASSCCI ATI ON:

SELECT M LK PRODUCERS:

O fice of the General Counsel
BY: BRI AN HILL, ESQ
LAUREN BECKER, ESQ

W LLI AM RI CHMOND, Dairy

Product Marketing Speciali st
MEREDI TH FRI SI US, Marketing Speci al i st
LAUREL MAY, Marketing Speciali st

Law O fices of Marvin Beshore
BY: MARVI N BESHORE, ESQ
Hanson Bridgett, San Francisco
BY: MEGAN OLI VER THOWPSQON, ESQ

Davis Wight Trenaine
BY: CH P ENGLI SH, ESQ
ASHLEY VULI N, ESQ

SUE TAYLOR, Vice-President
Dai ry Econom cs and Policy

ROB BLAUFUSS
Seni or Manager of Dairy
R sk Managenent and Econonics

St oel Rives

BY: NI COLE HANCOCK, ESQ
VI CTOR LA, ESQ

TIFFANIE de |la RI VA, ESQ

M LTNER LAWFI RM | NC.
BY: KR STI NE REED, ESQ

---000- - -

7004

TRANSCRIPT OF PROCEEDINGS-VOL. XXXV

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

|l NDEX - VOLUME 35

W TNESSES | N CHRONOLOG CAL CORDER

Rl CHARD SHEHADEY:

CROSS- EXAM NATI ON BY MR ENGLI SH 7026

CROSS- EXAM NATI ON BY MR BESHORE 7075

CROSS- EXAM NATI ON BY MR, RI CHMOND 7096

REDI RECT EXAM NATI ON BY Ms. HANCOCK 7101

RECRCOSS- EXAM NATI ON BY MR, ENGLI SH 7105
ROB BLAUFUSS:

DI RECT EXAM NATI ON BY MR ENGLI SH 7110

VA R DI RE EXAM NATI ON BY Ms. HANCOCK 7121

CONTI NUED DI RECT EXAM NATI ON BY MR ENGLI SH 7134

CROSS- EXAM NATI ON BY MR BESHORE 7138

CROSS- EXAM NATI ON BY MS.  HANCOCK 7147

CROSS- EXAM NATI ON BY MR VANDENHEUVEL 7148

CROSS- EXAM NATI ON BY MR, RI CHMOND 7153
JAMVES NETTO

STATEMENT G VEN 7158

CROSS- EXAM NATI ON BY MR BESHORE 7167

CROSS- EXAM NATI ON BY MR, RI CHMOND 7168

CROSS- EXAM NATI ON BY MR ENGLI SH 7169

CROSS- EXAM NATI ON BY Ms. MAY 7171
LANTZ ADAMNES:

TESTI MONY READ | NTO RECORD 7178

CROSS- EXAM NATI ON BY MR, BESHORE 7180

CROSS- EXAM NATI ON BY MS. MAY 7182
M CHELLE ADAMS:

TESTI MONY READ | NTO RECORD 7184

CROSS- EXAM NATI ON BY MR, BESHORE 7190
RI CK ADAMES:

TESTI MONY READ | NTO RECORD 7193

CROSS- EXAM NATI ON BY MR, BESHORE 7197
SUE TAYLCR

DI RECT EXAM NATI ON BY Ms. VULIN 7200

7005
BARKLEY

TRANSCRIPT OF PROCEEDINGS-VOL. XXXV

2
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

| NDEX - VOLUME 35
| NDEX OF EXHI BI TS
NO. DESCRI PTI ON . D EVD.
154 EXCERPT FROM EXHI BI' T 153 7061
155 EXCERPT FROM EXH BI T 153 7090 7132
CORRECTED VERSI ON
148(A) REVISIONS TO EXH BI TS OF 7109 7120
ROB BLAUFUSS
156 TESTI MONY OF ROB BLAUFUSS 7109 7138
PART 6
157 TESTI MONY OF LANTZ ADANS 7177 7183
158 TESTI MONY OF M CHELLE ADAMS 7183 7193
159 TESTI MONY OF RI CK ADAMS 7193 7199
160 TESTI MONY OF SUE TAYLOR 7200
PART 3
161 ATTACHVENT B 7200
---000---
7006
BARKLEY]

TRANSCRIPT OF PROCEEDINGS-VOL. XXXV

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 11, 2015 - - MORNI NG SESSI ON

JUDGE CLI FTON: We're back on record on Novenber 11, 2015.
It's a Wednesday. It's approximately 9:03 in the norning.

This is Day 35 of the mlk hearing. W are in Fresno,
California and I would like to take -- well, first let ne say
who | am I'mJill difton. I'mthe United States
Adm ni strative Law Judge whose been assigned to take in
evi dence at this hearing.

| would like to take appearances of other participants,
beginning first with ny fell ow USDA enpl oyees, followed by the
teans of proponents and opponents, and foll owed by ot her
participants, including anyone who expects to testify today.

MR HILL: Good norning, this is Brian HII.

Happy Veteran's Day. |'mwth the Ofice of the General
Counsel Marketing Regul atory and Food Safety Prograns Division.

MR, RICHMOND: Good norning, Bill Richnond,
RI-CHMOND, with US AMS Dairy Programs. Good norni ng.

MS. MAY: Good norning, Laurel May with USDA AMS Dairy
Programin the Order Formul ati on and Enforcenent D vision.

MR. CARMAN:  Good norning -- Happy Birthday. He's not
paying attention. Cifford Carman, CGA-R-MA-N, Dairy Prograns
Agricul tural Mrketing Service USDA.

MR. SCHAEFER: Henry Schaefer, HE-NRY, SCHA-EFER
Agricul tural Economi st for the Upper Mdwest MIk Mrketing
Order Federal Order 30, on detail to USDA Dairy Prograns.

7007

BARKLEY

TRANSCRIPT OF PROCEEDINGS-VOL. XXXV 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

MS. BECKER  Good norning, Lauren Becker, |I'man Attorney
in the Ofice of the General Counsel w th USDA

M5. FRISIUS: Good norning, this is Meredith Frisius, and
today is ny |ast day, so goodbye everybody.

MR, BESHORE: CGood norning, Marvin Beshore, MA-RV-I-N,
B-EESHORE, Attorney for the Proponents of Proposal
Nunber 1, California Dairies, Dairy Farners of America, and
Land O Lakes.

MS. OLI VER THOWPSON: Good norning, Megan O iver Thonpson,
Megan is ME-GA-N, I'"man Attorney with the firm Hanson
Bridgett, HA-NS-ON, B-RI-DGET-T, in San Francisco, and
al so Counsel for the Cooperatives proposing Proposal Nunmber 1.

MR. SCHAD. Good norning, |'mDennis Schad, S-CHA-D, |
wor k for Land O Lakes.

MR, JABLONSKI: Gary Jablonski, GA-RY, J-AB-L-ONSKI,
Consultant with the Cooperatives of Proposal Nunber 1.

MR, ENGLI SH: Good norning, your Honor, Chip English,
EENGL-1-SH I'man Attorney with the law firm of Davis,
Wight, Tremaine, with ny principal office in Washi ngton, DC.
I'mhere on behalf of the Dairy Institute of California,
Proponents of Proposal Nunmber 2. And, yes, in honor of
Veteran's Day, | amnot wearing a tie, and | may not wear one
for the rest of the hearing.

M5. VULIN. Ashley Wulin, ASHL-EY, V-- asin

Veteran -- U-L-1-N  Happy Veteran's Day and shout out to

7008

BARKLEY
TRANSCRIPT OF PROCEEDINGS-VOL. XXXV 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

G andpa O arence, ny favorite vet -- here representing the
Dairy Institute of California.

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

MS. KALDOR  Good norning, Rachel Kaldor, R A-CHE-L,
K-A-L-D-OR Executive Director Dairy Institute of California.

MR. BLAUFUSS:. CGood norning, Rob Blaufuss, B-L-A-UF-US-S,
wi th the Dean Foods Company.

MS. TAYLOR  Sue Taylor with Leprino Foods, and | am hopi ng
that this is ny last day, not that |I don't enjoy all of your
conpany.

M5. HANCOCK: Nicole Hancock with Stoel Rives, representing
the California Producer Handl ers Associ ation and Ponderosa
Dairy.

M5. de la RIVA: (Good norning, Tiffanie de la Riva, that's
T-1-F-F-A-N-I-E, de, la, RI-V-Awith the firmStoel R ves for
California Producer Handl ers Associ ation and Ponderosa Dairy.

MR, SHEHADEY: Good norning, Scott Shehadey,
SHEHADEY, wth Producers Dairy Foods.

MR, SHEHADEY: Richard Shehadey, R-1-C-H A-R-D
SHEHADEY, and | amone of the owners of Bar 20 Dairy
Farms, an exenpt quota hol der, and Producers Dairy Foods in
Fresno.

MS. SHEHADEY: |'m Sue Shehadey, SSHE-HA-D-E-Y, and with

Producers Dairy.
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MR, SHEHADEY: Good norning, R chie Shehadey,
SHEHADEY, Producers Dairy Foods.

MR. LAI: Good norning, Victor Lai, L-A-1, with Producers
Dai ry Foods. Thank you.

MS. REED: Good norning, Kristine Reed with the law firm
of, | guess it's the MItner law firm and we represent Sel ect
M1k Producers.

MR. VANDENHEUVEL: Rob Vandenheuvel,
V-A-NDE-NHE-UV-E-L, here with M|k Producers Council.

JUDCGE CLI FTON: Is there anyone el se who has not yet cone
to the podiumthat would be, that would like to be recogni zed?
I's there anyone el se who has not yet cone to the podi um who
expects to testify today? No one at this tine.

| would like nowto turn to announcenents and ot her
prelimnary matters, beginning with those fromthe U. S
Departnent of Agriculture enpl oyees.

M5. MAY: Laurel May with USDA. Good norning and wel cone
to today's session of the hearing. W are glad all of you have
come to join us. |If anybody would like to ask questions of the
W t nesses, they may do so by approaching the podi um and bei ng
recogni zed by the Judge.

We're broadcasting via a live audio feed which is
accessi bl e at www. ans. usda. gov/ i ve.
The court reporter is steadily working on transcripts

for us, and we're nmaking every effort to get those posted as
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soon as we can after the end of each weeks' hearings. You can
access those at our AVS Dairy website.

W have copies of some of the past exhibits on the
table in the back in the file boxes there, and they are filed
by exhibit nunber, so if you need to find a specific one you
can.

Yesterday we ended with M. Shehadey on the stand, and
| believe he will be returning first this nmorning to do
cross-examnation. And then | believe it is, M. Blaufuss is
up.

JUDGE CLI FTON: Thank you, Ms. May. Other prelimnary
matters or announcenments? M. Beshore?

MR. BESHORE: Marvin Beshore. First, | would |ike to thank
your Honor and all the USDA enpl oyees for accommodating this
hearing and working today on this federal holiday. And | would
i ke to thank your superiors, the powers at be back at
Washi ngton for accommodating that and facilitating that,
because this hearing's very inportant -- very inmportant for the
dairy farmers here in California.

| have an objection that | would like to |lodge at this
time, or | guess it is an objection. The audio for this
hearing is a terrific benefit, it allows people who are not
here to be in the room in essence, and hear what's going on.
And the comments that your Honor made in request for additiona

testinony yesterday at the beginning of this hearing, were
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heard, they were heard by dairy farmers in California, and the

phones in the Cooperative offices were ringing yesterday
because of that.

The suggestion, and it really, it's an issue that

IS,

you know, that is extremely inportant to dairy farmers, and if

quota, as your Honor suggested, if we are to pursue a

di scussion that quota is to be in some way terned out, you

know, in sone way paid off or otherw se sunsetted in this

regul atory process, we shouldn't have even been here, because

it's a non-starter for California dairy farmers. It's a

non-starter. The $1.2 billion of equity on their balance

sheets, which would evaporate as | discussed very early in this

hearing on Proposal 2, or which would be sunsetted presumably

i f the non-proposal suggestion that was not even endorsed by

Dairy Institute, but was in Dr. Schiek's testinony and

apparently facilitated the whol e thought process here, if

t hat

i dea of paying quota off with farners' own noney is pursued in

this hearing, we shouldn't even be here because it is a

conpl etely non-starter

And what | think we have lost in this process, and this

is really a fundanental, it's a basis for the |egal point

t hat

| nmentioned yesterday, and | would |ike to enphasize here this

morning is, there's no reconciliation of quota and the

uni formty provisions of 608c(5)(B) of the Agricultura

Mar keting Agreenment Act. They are not reconcilable. W can be
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here until Doomis Day, and you can not reconcile those things.

That's why we have a FarmBill to allow this hearing.
W couldn't have this hearing with the quota systemw thout a
FarmBill, because the Agricultural Marketing Act uniformty is
fundanentally irreconcilable with quota, you can't do it. W
had a FarmBill. It is supercedes, anmends, supercedes,
what ever word you want to use, it allows this hearing. That's
why we're here. The FarmBill said you can divide up those
proceeds in a way that recogni zes the value of quota. So
that's why we're here. Those things are, to tal k about
reconciling, to talk about reconciling the pre-existing AVAA
wth the FarmBill, is to go on a fool's errand. It can't be
done.

Now, | understand the Dairy Institute's position. They
don't want this hearing, they don't want an Order, and this
entire discussion is frankly a cynical attenpt to put sand in
the gears of this process, to enbed it wth a poison pill so
that it is not able to come to any fruition for the dairy
farmers of California.

So with that objection to further testinmony about
termng out, paying off, sunsetting quota in this, inthis
proceeding, | wll step down.

JUDCGE CLI FTON: M. Beshore, before you step down,
M. English, just a minute. | certainly understand that you

object to any dimnishnment or termnation of quota, and that's
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an argument that, of course, you have nade fromthe very
begi nning. But what you have said today amazes nme, because you
have said, by saying that we shouldn't even be here, you have
said, contrary to ny understanding that we were in a
promul gati on hearing and everything needs to be considered,
i ncl udi ng the uni queness of the situation we have al ready
established here in California. And to suggest that we should
not even have evidence or examne alternatives that the
Departnment will have a difficult time with no matter what,
really does surprise me. So how do you respond to the fact
that this is a promul gation hearing and all ideas are wel come?
MR BESHORE: In this nmanner: Wth respect to what | said,
the dairy farmers of California nust vote -- nust vote to
approve an Order. W have nade it clear long before this
Hearing Notice was issued, and at the hearing in whatever way
we can, that the value of quota and its preservation is a
si nequan onen of an Order here, and naybe | have been nore
enphatic about it and nore direct about it, but I mean, it's
just, you know, it's just a fact. It's not -- it's not even,
you know, it's just a fact. It will not -- an Order that
doesn't preserve the value on those dairy farmers' asset
bal ance sheets is just not going to be approved. And yes, it
can be discussed, and certainly the nanner of accommodating
quota and wapping the Order around the California quota

system the manner of how that works, and the details of
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that's -- that's on the table. W have discussed it, there are
ot her ways to discuss it, and particular applications of it are
certainly appropriate for discussion and part of the whole
thing. But, you know, elimnating it, | mean, | just have to
be candid, elimnating it by sunsetting it through the Oder,
buying it out through the Order or whatever is, it's frankly a
non-starter. W have to -- and | don't -- that's not a secret
to anybody here, | don't think, your Honor. And that's what |
was trying to make clear.

JUDGE CLIFTON: Well, don't leave yet. | just want to
think through the ultimte conclusion. So -- so what you are
saying, | think, is that if the USDA finds that the Federal
Order systemis not conpatible with the existing California
quota system you don't want a proposed California Order?

MR, BESHORE: Well, an Order that woul d not recogni ze the
val ue and preserve the existing quota on California dairy
farners' bal ance sheets, | would not be approved in a
ref erendum

JUDGE CLIFTON: Well, that's a different issue.

MR. BESHORE: Well that's the point | was making, that it
woul dn't be approved.

JUDGE CLIFTON: So -- so you are saying that even before we

get to a vote, we should assune that a vote is usel ess?

MR. BESHORE: If it -- if it elimnates the quota systemit
is. It is a foregone conclusion, | don't say it is useless,
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but the result is a foregone conclusion. | nean, there is not
a dairy farmer in California that's got thousands and thousands
and thousands or mllions of dollars on their balance sheet in
quota that's going to approve a vote that elimnates it in two
months. Well, | mean, why would they?

JUDGE CLIFTON: Elimnates it in tw nonths? Are you
thinking that's the only kind of proposal that woul d be
consi dered here?

MR, BESHORE: Well, that's the only proposal that's been
put on the table. The other --

JUDGE CLI FTON:  No, no, no, were you listening to
Dr. Schiek?

MR. BESHORE: That was not a proposal.

JUDCGE CLIFTON: On, | see what you are saying. You are
saying, you are saying that the USDA is confined to the exact
wor ds of proposals and cannot consider alternative suggestions

as to how they mght work all this out?

MR. BESHORE: No, | wouldn't say that. | certainly don't
have that -- don't cone with that, with that understandi ng now.
JUDGE CLIFTON: Al right. 1, you know, | am hopeful that

everyone will understand about this kind of a process, that you
have your first choice and then, in an effort to reconcile
conpeting views, you consider whether you do have a second
choice. In other words, | want this, but if not exactly that,

| could live with this. The all-or-nothing before we even get
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to briefing and before we even get to the Secretary's
publication of sonething, to me it's just, it's unfortunate.

All right. Thank you. Your objection is |odged.
M. English?

MR. ENGLI SH:  Your Honor, I'll try to be relatively brief,
but I think, you know, maybe on Days 34 and 35 we finally got
to the heart of this entire proceeding. And, you know, let me
start wth, we don't know how dairy farnmers would vote. To say
in advance | think is unfortunate. |If farners were to get some
kind of instrunent that is worth at |east as much as quota and
coul d be pledged and negotiated and transferred, which is even
better than quota, who is to say whether or not in those terns
they will be enthusiastic or not.

The problem here, the central problemhere, is that
M. Beshore, even in this presentation, had to use words that

Congress didn't, twce. He used the word "preserve"; Congress

didn't use the word "preserve". Congress didn't use the word
“retain", "nmaintain", "authorize", "in no way dimnish"
“continue", "have the right to exist". That has been at the

heart of this.

Long before proposal was submtted, before I was
retai ned by anybody in this proceeding, | spoke at a Wstern
United nmeeting several years ago, and | presented this
conundrum | said, "Look, don't just go joyfully down this

road and think that this |anguage neans what you think it
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means. "

| think it's wonderful the Internet is out there and I
think it is wonderful the dairy farmers are |istening, because
maybe finally California dairy farnmers are hearing somnething
other than the mantra that "don't worry, you are going to get
what you want." This is a promulgation hearing. And in a
pronul gation hearing, everything is open, and nost inportantly,
we have to find out howthis is going to work.

We are not as inflexible as the co-ops. W wll try to
find alternatives, and we do think that it is not as sinple as
saying, in non-negotiable terms, give us what we want or we're
going home. And | think that is unfortunate. | think the fact
of the matter is that Congress did not say what the co-ops want
it to say. Now, ultimately, that's for the Secretary to
determ ne. But we wouldn't have to have this mantra of
different words used all the tinme if Congress had spoken as
clearly as the co-ops say.

| amgrateful for your request yesterday. We will be
prepared to testify about it. W wll present alternatives and
we don't think that people should have a foregone concl usion.
If they do, then naybe we ought to have this discussion before
we had a hearing. | know these hearings present the
i nteresting conundrumthat people can't go to court and have a
decl aratory judgmnent.

Let's face it, it is going to conme down to what does
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the statute nean? M. Beshore and his clients and fell ow
counsel have their interpretation, we have our interpretation,
the Secretary may have a different interpretation. That's why
we have a hearing.

MS. HANCOCK: Nicol e Hancock. Your Honor, | guess |'d just
like to, | guess weigh in alittle bit. | have to admt, your
comment yesterday did take ne aback because | do think it's a
different direction than where | understood this proceedi ng was
going, and there mght be value to it in exploring it, but |
have to admt that fromny perspective and ny client's
position, it's difficult at this stage of the case or this
stage of the proceeding to start fresh in that new direction,
or what could be a new direction. You know, we have held the
position all along that exenpt quota, just |like quota, holds a
value. But we have not staged this case in a way that we were
presenting evidence and witnesses and testinmony in an effort to
try and cash out an asset value that is held. And | do think
that all of the thought and anal ysis and presentation of
evidence and testinmony, would be heavily influenced if it were
to take that direction.

And so when we are eight weeks in, |ooking at maybe a
week left hopefully, it is difficult to turn corners and go in
that way and be able to really have the ability to do the
homewor k necessary in order to place that value on there,

because it's not so sinple as just calculating a straight
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number. And even | think the testinony that M. Hatam ya
offered, he was using a valuation nunber, but | don't believe
at all that that was intended to be a cash out value, and that
i f you can sonmehow get that value to farmers, that that sonehow
makes them whol e.

| think we have heard testinmony throughout this
entirety of the proceeding that quota and exenpt quota is
sonet hi ng bi gger and nuch nore tangi ble to these producers than
what is represented or reflected in a purchase or a sale price.
And | think even Dr. Schiek reflected that in his testinmony
when he said, it doesn't make sense to me, | don't know what's
going on that there's a carry over |egacy even fromthe
producers who no longer hold quota, why they are so interested
in preserving it. And | think it goes to the core and the
heart of what is in the producer's world and industry here in
California. And | think that's what all along both the
proposals, and then even 3 and 4 with their design to
suppl ement those proposals, was all al ong designed with the
i dea of preserving it. And they have intended to preserve it
in different ways, one having a different effect or not. But
none of themwere in a, designed to have us present evidence to
cash it out.

So ny point here is that | feel like |I'm somewhat hem
stringed in order to address that, especially in the tinme

that's remaining. | don't have the ability to put evidence
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into the record or the tine that it would take to really
cal cul ate and provide that value if that's what we were going
to do. So that's nmy concern with what | believe would be a
little bit of an adjustnment in direction.

| do believe that there, you know, from ny perspective,
| don't know where the USDA will come out on this. | think
there's sone other threshold issues of what is the standard
that -- that we're really shooting for here? Do we need to
prove disorderly conduct or disorderly market conditions in
order to maintain an Order or in order to shift an Order from
the state systemto the federal systen? W don't have an
answer for that that | knowthat's clear. That certainly is
one of the threshold issues that we have to decide. And then
once that's decided, have we net it? And we're playing to all
of those issues throughout the course of these eight weeks and
in the remaining week, and that's a big challenge in and of
itself. And | just don't feel tooled up to be able to change
directions without really be able to sit down with my grouping
of clients and eval uate whether this is something that they
could do, wanted to do, and if they did, how would we actually
go about facilitating it?

JUDGE CLIFTON: | agree with what you have said,

Ms. Hancock. | renenber when you cross-exam ned M. Hatam ya,
he hadn't even really thought about the exenpt quota. And you

had himcontinually agree that if we're going to preserve
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quota, or if quota has a value, so does exenpt quota. But he
didn't have, he hadn't analyzed that in the same way he had the
regul ar quota. So you, at this stage, don't even have that
foundation of that study for the exenpt quota that we have for
the regul ar quot a.

Al'l | can suggest to you is that you may, after talking
w th your clients, need to decide whether you are going to nove
to reopen if we | eave here next week. To reopen for the
purpose of that issue to receive that as soon as you can, as
soon as you can submt it, and how we woul d do that.

| understand that you nmay not have the ability to
quantify the value. | think the value should be quantified. |
think all it does is it allows the Secretary, no matter what
twists and turns have to be made with each piece of the
evidence, it allows the Secretary to have further information.
But | don't want your clients to be di sadvantaged on providing
that. And | agree with you that | didn't even begin to think
about that so much until testinony of this week really. So
think about it. W'Ill talk about it sone nore.

MS. HANCOCK: Just one coment on that. | do believe that

M. Hatam ya provided us an incredible anount of foundation for
our position, so | don't want to | eave that hangi ng and assune
that | have adopted that position, because | think at the end
of the day if | needed it to preserve ny position | would

absolutely assert it. But | do believe it is a disadvantage to
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our position that I'mconcerned with, and that's the point |
was trying to make, so thank you

JUDGE CLI FTON: Yes, now, before you | eave, so | think what
| have learned so far, and see if I"'mon the right track, quota
i's bought and sold freely, but exenmpt quota because of the
famly requirements, is transferrable in such a snall arena
that it's not bought and sold freely. AmI right about that?

M5. HANCOCK: You are partially right. So you can buy it
and sell it within the famly unit to preserve the exenpt
treatment for quota, you can sell it outside of the famly unit
and it's converted to regular quota and it's transferred as
regul ar quota at that point. So there are two markets for
exenpt quota instead of just the one.

JUDGE CLIFTON: Okay. Al right. And we'll hear nore
about it. | know the cross-exam nation of M. Shehadey is
going to be very interesting. I'mgoing to |learn nore. Al
right. Thank you so nuch. M. English?

MR. ENGLISH: Two things. First, | have been advised the
audi o may have been | ost.

JUDGE CLIFTON: Wien was it |ost?

SOUND QUJY: For about 15, seconds. The Internet kicked ne
of f.

JUDCGE CLI FTON: kay. The audio was |ost for about 15
seconds. Was it during Ms. Hancock's presentation? It was

during Ms. Hancock's presentation. Al right. To the extent
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that the audio was |lost, the transcript will have it. It wll
nmean if you listen to the audio feed that's on the Agribusiness
Publications website, it will be lost there, too. Al right.
M. English?

MR ENGISH And | don't want to bel abor the point here
too nuch, but I do want to respond very briefly to Ms. Hancock
And | know that she wasn't here on the day that | gave ny
opening statenent, but, boy, if this wasn't pre-staged in ny
opening statenent, | don't know what was. And so for someone
to say we were di sadvantaged to not know that sonehow ot her
i ssues could come up, | just -- | just beg to differ.

Now, I'mthe |ast one to say | want to cone back
Decenber 7th. And | don't know what the answer is right now.
| think let's get back to the hearing, let's get going, but |
just don't think that anybody can say they have been
di sadvant aged. Sonebody may say, well, | don't want to hear
t hat because that's just outside nmy realmof where | want to
go, but -- but I think as our own, as Dr. Schiek's testinony
i ndi cated, the reason the Dairy Institute' s been struggling is
they have been trying to figure out howto nove this, and they
are not as inflexible as everybody else. And | just come back
to the fact that all | ever hear is the word "preserve", except
from Congr ess.

JUDCGE CLI FTON: Thank you. Yeah, | -- the reason | agree

wth Ms. Hancock is that | never thought about it until this
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week, about, | guess when | really began to focus on the issue
was when we | ooked at the |egislative history that
M. Consal ves presented, and it was enphasized by M. WVl ahos
cross-exam nation, which was brilliant, that the repeated
attenpts in California to retire quota or in some other way
deal with it, had all failed. And | began to realize through
what testinony came in after that, that it nmay be that the
Secretary will decide that, that in order to have a Federal
Order it has to work toward what has failed thus far in the
California system | don't know. | have no idea.

And as all of you know, it's my job to remain neutral.
And sonetinmes it may look like |I'mfavoring one proposal over
another. | do not intend to do that and | apologize if | have
created that inpression. Wat | think ny jobis, istotryto
anticipate the hard, hard work that the United States
Departnent of Agriculture has ahead of it, and to try to nake
sure that while we were here we gave them as nmuch infornation
as we could. M. Beshore?

MR, BESHORE: | just want to nake one quick point. Before
we extend this hearing or take a whole | ot nore testinmony about
this hypothetical that has been raised by the Dairy Institute
and by no other party, we should all be clear, there, the issue
here is dairy farner's noney, it is a dairy farmer issue, the
Dairy Institute has not a penny in it.

JUDGE CLI FTON: Yes, | agree. Yeah, every processor has
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its producers. They have to work together as a teamor neither
w |l survive. Finding that magi c bal ance where both can
survive and thrive is an extrenely difficult situation.

Qobvi ously, the market has to do the bulk of that. Al right.
Vel |, that was certainly an exciting beginning. Are there any
other prelimnary matters?

Then, M. Shehadey, | have got the crowd warmed up for
you. Ms. Hancock, did you have anything el se you wanted to ask
on direct before M. Shehadey is available on
Cross-exam nation?

M5. HANCOCK:  No, your Honor.
JUDGE CLIFTON: Al right. Wwo wuld like to begin?
M. English?
CROSS- EXAM NATI ON
BY MR ENGLI SH

Q Chip English. | tried to get M. Beshore to go first,
but he declined.

Good norning, M. Shehadey.

A Good norni ng.

Q And let ne just say again, thank you for your
flexibility in your schedule for helping filling in a gap
yesterday afternoon so we can nove the hearing along. That is
much appreci at ed.

If you could first turn to your Exhibit 153, which is

the exhibits to your testinony, | had a couple of quick
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questions on that, and then to go back to your testinony. And
| wanted to start with Exhibit E, which is near the end, and is
your cal culation, as | understood it, of your average val ue,
the $1.14 was the average val ue of your exenpt quota; is that
correct?

A Yes.

Q Gkay. And | just have a technical question. Wen you
did this analysis, did you factor in the regional, the RQA s,
Regi onal Quota Adjuster, did you calculate that in?

A, No, | don't believe so.

Q Ckay. Does the RQA affect your |ocation?

AL W're in Fresno, yeah. |If it was regular quota, it
woul d. But it doesn't affect our exenpt quota.

Q Ckay. And how does it not affect your exenpt quota?

A Because it's exenpt fromthe pool so the RQA is not
applied to.

Q Gkay. And when you say exenpt fromthe pool, what you
mean is that Producers Dairy, it is the entity that accounts to
the pool, correct?

A.  As a processor, yes.

Q Gkay. It's not Bar 20 Dairy that accounts to the pool
correct?

A, Wat do you nean by accounts to the pool ?

Q Well, sonebody files a report every nonth for the pool,

wth the pool, correct?
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A, Yes, the 800 report in California.

Q 800 report. And that's filed by Producers Dairy,
correct?

A. By the processor, right.

Q Correct?

A Yes.

Q So Bar 20 Dairy does not, in any way, file that report,

correct?
A. That's correct.

Q Ckay. Now, going back to Exhibit 153, and now I'm

| ooking at Exhibit C, and | certainly amnot |ooking for the

confidential information, | just want to understand this a

little better. It also, by the way, has a | abel CPHA 0003 at

the bottom just so we're identifying the right document.
that the page you are on now?

A Yes.

Q Gkay. And you have indicated a footnote 2, quota

purchased after March 1, 1995, |ost exenption, January 1,

l's

1996,

hel d as regul ar quota. So you have some regul ar quota that was

exenpt quota, but lost its exenpt status, correct?

A.  Yeah, it never qualified for exenpt because when they

made the law retroactive to March '95, that piece of quota fel

out of this list.
Q Ckay. Now --

A.  Becane regul ar quot a.
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Q Wat's not shown here, and again, |I'mnot |ooking for
details, but does Bar 20 Dairy al so own additional regular
quota other than the regular quota that was as identified in
footnote 27?

A. No, | don't believe so.

Q kay. Now, as | read your testinony, |ooking at the
Federal Orders and your own discussion that you brought up
about producer-handlers in the Federal Orders that ended up
bei ng regul ated when the 3 mllion pound cap came in, if you
are followwng ne so far. That's -- I'm--

A. | believe so, yes.

Q That you recogni ze, you have testified, that those
entities did act in a way that was disorderly, correct? For
t he market?

A. | don't know who those entities are, but | believe what
caused the hearings in 2009 was froma disorderly condition
around the country, different parts of the country.

Q So you do not disagree with the result the Secretary
cane in in those proceedings, right?

A | don't know | haven't read the result, but they put a
3 mllion dollar cap in.

Q A pound?

A 3 mllion pounds, yeah. So there nust have had a
reason for it.

Q Gkay. So you have already discussed a little bit with
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your attorney, and what is the purpose, if you know, of the 95
percent common ownership requirenent between Producers Dairy
for instance, and Bar 20, but anybody el se wants to be, who is
a PD? Wiat is the purpose of that provision, if you know?

A | don't know.

Q Ckay. So when the plant operation is profitable, does
it pay out noney to the famly?

A.  The plant operation? No, it's a corporation, so it
earns its own noney and keeps it.

Q Ckay. It doesn't ever -- does it pay dividends?

A, Wen we pay taxes we pay dividends.

Q Wll, do you receive, | nean, when you, that statenent
confused ne a little bit and | used to be a tax |awer, so do
you actual ly receive noney out of the, is the famly actually
receive cash out of the corporation?

A.  The people that work for the corporation have a salary.

Q R ght.

A.  The people that do not, and the people that work there
t hat have ownership would receive a dividend when and if we pay
it.

And have you paid dividends in the |ast ten years?
Yes.
Ckay. Does the plant pay bonuses to enpl oyees?

Yeah, if they earn it.

o > O > O

Are sonme of those bonuses paid to enpl oyees who are
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al so owners?
A, Could be.
Q Gkay. Wen the farmis profitable, does it pay out

noney to the famly?

A, No.

Q It never has?

A No.

Q Are famly nenbers enpl oyed on the farnf
A, Sone.

Q Do they receive a salary?

A Yes, if they are enployed there.

Q Do sone of the famly nenbers who are owners, who are
enmpl oyed on the farmrecei ve bonuses fromthe farn?

A Yes.

Q Ckay. So | want to go over a couple terns. So
yesterday | think you gave an exanple, and if | get the exanple
wong, let's correct it. But |I thought you had the exanpl e,
and | enphasize that | don't, certainly do not want this to be
representative of your operation, but | think | heard the
exanpl e di scussed about a hundred pounds with 20 pounds of
qguota, and the remaining being -- 20 pounds of exenpt quota and
the remai ning just being non-quota, correct? WAs that what |
hear d?

A I'mtrying to remenber why | gave that exanple, but if

you can refresh nmy nenory.
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Q Wll, let's assunme -- let's assune a plant with a
hundred pounds or a hundred hundredwei ght, whichever you w sh
to go wth, and it has 20 exenpt pounds, so it has a hundred
pounds and 20 exenpt pounds.

A Well, it wouldn't be the plant, it would be the farm

Q Ckay. So the plant has a hundred pounds, it processes
a hundred pounds, and 20 of those are farm exenpt pounds. All
right. Does that hel p?

A, Ckay. Continue.

Q Al right. And it otherw se receives 80 pounds.

A, Fromother sources that were --

Q Fromother sources or even fromits own farmthat it is
more --

A It is not exenpt.

Q ~-- it is not exenpt.

A.  Ckay. Continue.

Q kay. So, and now, | think you said that assune that
pl ant, and you may have actually said it is your plant, but
again, I'mnot |ooking for that, but assume that plant is 95
percent Cl ass 1.

A Yes.

Q Gkay. So would you agree wth me that in that case,
you take, for calculating the pool accounting report, the form
800 that you need to file, that you subtract those 20 pounds of

exenpt quota off of the 95 pounds of Cass 1 in order to
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account to the pool.

A Yes, that's correct.

Q And then the renaining 80 pounds are 75 pounds Cl ass 1
and 5 pounds whatever else you have within the plant, correct?

A.  That sounds correct, yeah.

Q Ckay. You used for your Exhibit D, as one of the
bases, Exhibit 61(a)(c), correct?

A Yes.

Q ay. Do you have that in front of you?

A Yes, | do.

Q Geat. So would you agree that, with our conversation
we have just been tal king about, that if we |ook at the, the
lines, the first two lines, and this is now an aggregate,
correct? So this is certainly not your operation, because this
is all the exenpt producer-distributors, correct?

A Yes.

Q Gkay. So you agree that in order to calculate the
total Cass 1 pounds at the four producer-distributors, you
woul d add those first two |lines, correct?

A Yes.

Q Gkay. And going back to the discussion we just had, if
all the producer-distributors filed just one report, just to
sinplify things, the first thing they would do on the form 800
is subtract those 20,989, 392 t housand pounds, correct? From

their Cass 1 pounds, correct?
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A It's been so many years since | did the 800 report, |'m

not sure of the priorities as to which step goes first.

Q It would happen near the front, near the beginning,

right?

A, Yeah, we report all the sales, so it would be those two

together, and then we credit the exenption.

Q Rght. You just credit the exenption out?

A. | believe so. I'mtrying to renenber how the report

works, there's a lot of lines on the report, because you have

fat and solids and fluid and --

Q Ckay.

MS. HANCOCK: We will have -- this is N cole Hancock -- we

wll have a witness that will bring his costing director who

wll be able to wal k through the cal culations with you.
JUDGE CLIFTON: Wio is that?
MS. HANCOCK:  Denni s Lund.
JUDGE CLIFTON. Al right. L-UND?
M5. HANCOCK: Yes, your Honor.
JUDGE CLI FTON: Good. Thank you.
BY MR ENGLI SH
Q SO just to be clear fromour discussion earlier
handl ers |i ke Producers Dairy who are regul ated by the
California State Order, correct?

A, Wat do you nean by regul ated?

it is

Q They are the ones who have to file the form 800 report
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and have to account to the pool, correct?

A. They file the 800 report, yes.

Q Wll, when | say regulated, you in your own testinony,
used the phrase fully regulated, did you not?

A, You are talking about the mlk receipts and reporting?
W are audited by the state, so | guess we're regul ated and
audi t ed.

Q Al right. So, I nean, that's why | used the term
because you used the termon page 3 of your testinmony. Ckay?

A (kay. But we're regulated in nany ways, so | just want

to clarify what you were trying to ask.

Q You are regulated by -- | used the phrase California
State Order, | didn't nean regul ated by environment al
regul ators or anything else, | used the phrase California State
Order, okay?

A Ckay.

Q Al right.

JUDGE CLI FTON: Just so I'mclear on what you nean,
M. Shehadey, when you respond to himin these questions, you
have in your mind Producers Dairy. Producers Dairy is the one
that has to file the report; Producers Dairy is the one that
gets audited. Am| correct?

MR, SHEHADEY: Yes, thank you.

MR. ENGLI SH: And thank you, your Honor.
BY MR ENGLI SH.
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Q Simlarly, dairy farmers, and |'mgoing to use the word
dairy farners, | usually use the word producers, but that's
going to confuse the heck out of everything right this second.
So dairy farmers are not regulated by the California State
Order, correct?

A Well, they are not audited, although the pooling
auditors that audit the processor are there to protect the,
['I'l use the word dairy farners.

Q They are to protect them but not regulate them
correct?

A, Probably. Yeah. Probably not under your definition of
regul ate there.

Q kay. So -- so, for instance, |ooking at the Food and
Agricultural Code, and specifically the discussion of exenpt
quota, the language | see is that any producer-handl er who
qualifies under this section and el ects to operate outside the
pool, the entity that elects to operate outside the pool to the
extent permssible in the |anguage that follows, is Producers
Dairy, Correct?

M5. HANCOCK:  Your Honor?

MR. SHEHADEY: |'mnot sure what you are reading.

M5. HANCOCK: One second. One second. 1'Ill object to the
extent that he's being asked about some statutory provisions
that the witness doesn't have in front of him And also to the

extent, | guess, M. English has been objecting about asking
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peopl e for legal conclusions. | think he, at a mnimm he has
to establish this wtness' know edge about the specific

provi sions, give hima chance to ook at it, and then respond
accordingly so he's not just asking himthings in isolation

W thout putting it into full context.

JUDCGE CLI FTON: The objection is noted. | -- | need a
break. | knowit's not even 10:00. | -- let me say this, it
is inmportant what M. English is doing. It is inportant for us
to understand how this quota exenpt, this exenpt quota, is in
play both with respect to the pool and with no respect to the
pool. It's particularly conplicated since it all goes through
a handler. So I want M. English to continue to ask
M. Shehadey about these things, but the objection is noted.
M. Shehadey may not have at his beckon call the vocabul ary
with which to respond to M. English. So, you know, if when
M. Shehadey contenplates the question, if he does not feel
qualified to respond to that and would prefer to defer to
soneone who has hands on experience lately with that part of
the operation, that's fine with me. M. Hancock?

MS. HANCOCK: And just to be clear, I'min no way saying
that M. Shehadey is not capable of answering how this works.
| mean, he's been in this business and was the Controller when
this Pooling Act was inplenmented, so | believe that he can
answer these questions.

| just don't want himasked about statutory |anguage
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that he doesn't have the ability to ook at in front of him
and put it into context. | just want himto be given the nost
full and fair opportunity to understand what he's answering.

JUDGE CLIFTON: Ckay. | think what we need here is not so
much himlooking at the statute, | think we need himto think
about how it works. So let us all take a break.

It's now 10: 00. Please be back and ready to go at
10: 15. 10:15.

(Wher eupon, a break was taken.)

JUDGE CLIFTON: We're back on record at 10:16.

M. English, I"'msorry that | interrupted you. | hope you can
pi ck up where you left off.

MR ENGLISH | believe | can. | just wanted to have one
qui ck response which is that this witness in his testinony went
t hrough sone detail about how he viewed the exenption to work,
and so | was just trying to follow up on that.

BY MR ENGLI SH.

Q So first, do you understand that while it m ght be
economical ly foolish, you would have the right, effectively, to
not elect to treat the farns' exenpt quota as exenpt and
effectively treat all your mlk as being pool ed regardl ess?

JUDGE CLIFTON: Now, let's not use the word your, let's
tal k about Bar 20 or let's tal k about Producers Dairy.

MR ENG&ISH | would like to do that, your Honor, and |

guess one thing is, do you understand that CDFA treats a
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producer-distributor as one entity?
MR. SHEHADEY: No, they don't.
BY MR ENGLI SH.
Q Do you understand that the term producer-distributor
used in the singular, is intended to refer both to a producer
side and the processing side of your operation?

A. But they are two separate entities.

Q Wth 95 percent conmon ownership rule, correct?
A. Famly, common fam |y ownership

Q Yes.

A Yes.

Q

And do you understand --

MS. HANCOCK: |If he could finish.

MR. ENGI SH  Yes, sure, go ahead.

MR. SHEHADEY: But they are separate entities and they are
different famly menbers between our two entities.
BY MR ENGLI SH.

Q Do you understand that for Pooling Plan purposes,
regardl ess of whether legally they are two separate entities,
CDFA treats themas if they are one entity?

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

Q Fine. You do agree that the entity that nust account
to the pool for the form800 is Producers Dairy, correct?

A, They, they fill out the 800 report and send it in to
CDFA as required.
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Q kay. And that is the entity that is permtted to
deduct fromits Cass 1 pounds, any exenpt pounds for mlKk
received fromBar 20 Dairy, correct?

A.  That would be part of the reporting process, but the
exenption is owned by Bar 20. So in effect, they would be
required to do that because Bar 20 Dairy owns the exenpt quota
as if any other dairy that had quota woul d be reported to the
CDFA on the 800 report accordingly.

Q Nonetheless, as a result of exenpt quota, in your view
owned by Bar 20 Dairy, the form800 report filed by Producers
Dairy will deduct those exenpt pounds from Producer Dairy's
Cass 1 pounds in before calculating what is due to the pool,
correct?

A, Yes, that's the process.

Q Thank you.

A. W also report quota for other shippers that we woul d
have.

Q And so now we're tal king about, effectively, that
again, not wanting to use a specific exanple, but assum ng 80
pounds that's other shippers, at 95 percent, that that is what
you have to report to the pool, and part of that; is that
correct? Let me start with that before | do the next part.

A It would be, if you took used the hundred pound
exanpl e, you woul d take the 20 pounds out that woul d be exenpt,

and then you woul d deal with the other 80 pounds as pool,
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normal pool reporting.

Q Ckay.

A.  VWich could be quota and overbase.

Q Correct. So for normal pool reporting, you now figure
out the plant blend on your 80 percent, correct?

A, No.

Q Gkay. Al right. Let's back up. So we're now talking
about the 80 pounds, and you said that, well, the exanple we're
using is a 95 percent Cass 1, so of the 80 pounds, we agree
that 75 pounds is Class 1, correct?

A.  Based on your exanple, yes.

Q Based on the exanple. And let's just assune for
sinmplicity purposes that the five pounds is 4(a), okay?

A Well, it could be Cass 2 and 3, also. In our plant,
more likely 2 and 3 like eggnog or butterm|Kk.

Q I'll be happy to go with 2/3.

A Ckay.

Q You would nmultiply the 75 pounds of pooled Class 1 by
the Class 1 price, correct?

A kay. Yeah, Gass 1 price as established by the state.

Q Yes.

A. W would pay the 75 pounds at Class 1, and then
what ever the other five was, 2 or 3, we would be obligated,
they caught it a pool obligation, so it is an obligation for

that anmount into the pool.
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Q Right. So you calculate on your 75 pounds, and you
cal cul ate on your 5 pounds, and that creates a total anount
due, correct?

A.  To the pool

Q To the pool.

A Yes, that's correct.

Q And you would then pay your producers, if they are
qguot a producers, you would pay themthe quota price on their
mlk for the nonth, correct?

A, Yeah, that we probably have, we have probably paid them
an advance, and trying to think of the timng of this. W pay
themin advance and then there's a settlenent later in the
nonth where you pay them based on their quota, you know, base
and over base.

Q Sure. So but sinplifying and | eaving the timng out
for a nonent, at the end of the day, you are going to pay your
qguota hol ders on those 80 pounds of mlk, the quota price,
correct?

A Yes, although two-thirds of our mlk cones fromCDI, so
we really owe that to them

Q And do they tell you how nmuch that mlk is quota mlKk
or overbase?

A, You know, |I'mnot sure. | haven't seen the reporting,
but it would cone through the pool and we woul d fol | ow what ever

t he pool requirements are.
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Q Sotosinplify it alittle bit, you pay your producers
what is required by the order for quota and overbase, correct?
At some point?

A, Yeah. And also our own farms, because Bar 20 has about
athird of their mlk is exenpt, so that means two-thirds of it
goes through the pool as overbase. And they produce about a
third of the mlk that we sell, so that neans a sixth of the
mlk that we sell would be exempt, and of the m |k we produce,
two-thirds of it is overbase and the other two-thirds we buy
from CDI .

Q Thank you. | think | can try to make that work. |'m
just trying to sinplify it. Wat I'mtrying to get at is, at
the end of the day you have paid producers, whether, I'msorry,
dairy farmers?

A Yes.

Q I'msorry, you are in a unique situation here so this
w |l be easier for the next wtness, but you pay dairy farners,
whether it's Bar 20 or CDI, and |eaving aside the exenpt for a
nonent, exenpt quota, you pay thema price as determ ned by the
CSO based on overbase and quota which | eaves sonething |eft
over to pay the pool, correct?

A. Usually because we're 95 percent Cass 1, so our
prices, we usually have a pool obligation, yes.

Q Ckay.

A.  Beyond what we pay out to our own farmthrough the poo
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and to CDI

Q And that's what | was trying to get to, you have a poo
obligation. And | realize in sone extraordinary nonth you
m ght not have a pool obligation.

A.  Yeah, it fluctuates fromnmonth to nonth.

Q Ckay. So trying to get to two bottomlines here, the
first part of ny examnation. The first is, to the extent you
pay money into the pool, after doing all these calculations, it
is only on those 80 pounds and not on those 20 exenpt pounds we
have been using in our exanple, correct?

A Well, the 20 pounds we took out is not part of our poo
obligation, so we wouldn't pay into the pool on that.

Q That's what | was saying

A.  Because that's the word exenpt, it is taken out before
the pool calculation is done.

Q Precisely. And that was what | was trying to get at
sir, and so thank you for that. And part of that was, | think
at the end of your exam nation, before, at |least at the end of
your statement, before Ms. Hancock asked you a question, Judge
difton yesterday had sort of a question of, you know, why is
the word exenpt used. And the answer is because there really
Is these 20 exenpt pounds that you don't account to the pool
for, correct?

A \Well, we, you used the word account. It is reported

all the way through, the deduction is shown, it's taken from
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our sales, our sales are reported or usage they call it.

Q Ckay.

A. So yes, it's accounted for all the way through.

Q Al right. It is accounted for, but inthe end it is
washed out and you don't cal culate a pool obligation based upon
it, correct?

A, Not to the pool, but we have an obligation to our dairy
farm Bar 20.

Q I'mgoing to get to that in a nonent, but |'mtalking
about the pool, all right? You do not have an obligation to
the pool on those 20 pounds and that's why it is called exenpt,
correct?

A. That's correct, yes.

Q Thank you. Now --

JUDGE CLIFTON: Could I just interrupt?

MR. ENGLI SH: O course.

JUDGE CLIFTON:. So with regard to Bar 20's exenpt quota,
there is no obligation to the pool, and | believe you told ne
there is no benefit fromthe pool.

MR. SHEHADEY: That's correct.

JUDGE CLIFTON: So you don't get the transportation credits
for that mlk, you never get a draw fromthe pool for that
mlk, it's as if the pool doesn't exist for that exenpt quota;
is that correct?

MR. SHEHADEY: That's correct.
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JUDCGE CLI FTON:  You have to report but there are no, no
noney goes either into the pool or conmes out of the pool for
t hat exenpt quota?

MR SHEHADEY: Well, we do have to pay all of the fees on
that exenpt milk. On our reporting statenent, we have the,
that we pay to the, our Bar 20 Dairy farns every month, we have
all of the incone is on there. The exempt mlk, the Cass 1
fat, solids, fluid, because they are all three factors in
California on the pricing on Class 1, and then we have overbase
mlk which is reported or paid based on the pool prices. And
we even have a regional quota adjuster in there that |owers the
quota price. And the farmhas a settlement every nonth. And
we al so have all the deductions for the admnistrative fees,
for adm nistering the pool, the Dairy Council fees, so holds at
various fees and hauling costs. It is a nornal dairy farmer
settlement, only for the exenpt mlk we pay Class 1 instead of
the pool prices. And at the end we have the anount that we pay
the farm a settlement sheet just |ike any other farmer woul d
have, producer.

JUDGE CLIFTON: So are there, are there adm nistrative fees
based on Bar 20's exenpt quota paid to CDFA?

MR. SHEHADEY: Yes. It is on the total pounds that we
produce, total hundredwei ght.

JUDCGE CLI FTON: And Dairy Council fees on behal f of Bar

20' s exenpt quota have to be paid.
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MR, SHEHADEY: Yes, they are. They are reported every
month on the settlenment sheet.

JUDGE CLI FTON: Ckay. Thank you, M. English.

MR. SHEHADEY: So that's why | was having a hard time
saying it is totally outside of everything, because it's not.
It's recogni zed, and they charge fees on it. O course, the
haul i ng cost woul d haul that exenpt mlk along with the others
so they pay for that, so there's other things that do tie it
into the settlenent.

BY MR ENGLI SH

Q Nonetheless, leaving aside the fees for the actual cost
of the mlk, that cost of the mlk is not ultimately, for the
exenpt quota, is not ultimately paid into or paid out of the
pool, correct?

A No, it's not paid through the pool, it's paid directly
to Bar 20.

Q Al right.

A.  As we have for 60 years.

Q Now, nonethel ess, regardl ess of what you choose to pay
Bar 20, CDFA does not audit that amount on exenpt quota, that
I's, the transaction between Producers and Bar 20, correct?

A. They audit the pounds to make sure we're accounting for
everything that we have sold, because it's a -- you have an
obligation, and then you have your paynents to your farners, or

to CDFA, or whatever, CDI, excuse ne.

7047

BARKLEY

TRANSCRIPT OF PROCEEDINGS-VOL. XXXV 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 They audit the pounds but they don't audit the price
you pay, correct?

A. | don't believe so, no.

Q So it would be fair to say that whether, you know, you
may have done it for 60 years, but, in essence, what the
transaction is between Producers Dairy and Bar 20 as to the
exenpt quota is a private determ nation between those two
entities that CDFA does not interfere with?

A Wll, we have done it for 60 years. W've paid Cass 1
before the pool was in, and we pay Class 1 after the pool was
in, and we haven't changed.

Q | understand what it is you do, what |'m asking you to
dois to confirm since you believe, and | agree with you, that
CDFA does not audit beyond the pounds, but they don't audit the
dollars, that that is strictly a voluntary as to CDFA, it is a
voluntary transaction as to the dollars.

A. | never thought about it that way, but | guess so.

W' re consistent. W do the same thing we have done for 60
years.

JUDGE CLIFTON: Well, let me follow up on M. English's
question and ask it a different way. Wen you say you're
paying Cass 1, you mean you are paying the regul ated m ni mum
price in California for Class 1 mlKk.

MR. SHEHADEY: Yes, as published each month by the State of
Cali fornia.
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JUDGE CLI FTON: Wuld you feel that you would have the
right in California to pay |less than the Cass 1 regul ated
price for that mlk that you get fromBar 20 on the, on its
exenpt quota?

MR. SHEHADEY: We know t he people, the fam |y menbers that
are involved in Bar 20 would rather have us pay nore than the
Cass 1 price, so that's probably, | don't want to open that
argunent up. After 60 years of working together with the other
people in our famly on the farmng side, we just have a policy
that we do that. And we have been consistent for 60 years, so
we follow whatever the published price is, but we never thought
about deviating fromthat.

JUDGE CLIFTON: Sorry to keep interrupting you,

M. English. | find this whole exenpt quota thing fascinating
because it's so different fromquota in nmy m nd.

MR. ENGLI SH: Thank you, your Honor, and thank you,

M. Shehadey.
BY MR ENGLI SH

Q So, but in addition, whether, so you choose to pay the
Cass 1 price fromProducers to Bar 20, and you have done so
for 60 years, but you also agree that you are not, on those 20
pounds of mlk, unlike the 80 pounds of mlk, paying into the
pool or some unusual nonths getting out of the pool, correct?

A, On the 20 pounds?

Q Correct?
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A, Correct, it is outside the pool.

Q kay. And that is different fromthe treatnment for
your conpetitors who are not producer-distributors, correct?

A. | don't know what they do.

Q Wll, they, don't they, aren't they regulated on all of
their mlk?

A | guess so. | don't own -- | don't own those
conpani es, but we pay the same prices they pay, we pay Cass 1
for a Cass 1 usage.

Q But you are paying it, at least on a portion, directly
to your farnmers, and not having to share it with the rest of
t he pool on those 20 pounds, correct?

A Wll, yeah, but the farnmer shipped us the mlk, we sold
it as Class 1 and we paid Cass 1 for it, soin effect it went
to a farner, went to our farm we produced the mlKk

Q Wll, but to the extent your conpetitors have to pay
hundred pounds of their mlk, they have | ess noney |left over to
say. Pay for premuns, correct?

A. | don't know what you mean prem uns.

Q Does that nean you don't pay prem uns on your mlKk?

A. Not to our farm

Q Gkay. So if a conpetitor of yours pays a prem um
because it doesn't have its own farmm |k over and above payi ng
the Cass 1 price either directly toits farmers or to the

pool, they are paying nore for their mlk than you are for that
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own farmmlk, correct?

A, | don't know. W pay premiuns on the mlk we buy from
the outside. So --

Q Ckay.

A. W do pay prem uns, yes.

Q So you pay premums on the mlk you buy from outside
but you don't pay premunms on 20 percent, assuming it's 20
percent, of the exenpt quota, correct?

A Yeah, but we have other costs. W have a, like a field
man cost, we have other costs simlar to the other cooperatives
that charge premiunms. There's a series of reasons that they
have prem uns nore than grade, and it's covered by things that
t hey have to, expenses they have to handle the mlk. And
there's a legitimate cost for that. So we have some of those
same kind of costs with our own dairy farm so to say there's
no cost to it because we are not paying sonebody el se for a
prem umwoul dn't be right or accurate.

Q Now, you have testified on page 2 of your testinmony,
and you have already nmentioned a few tines | think here today,
this is the second paragraph, "W have a great deal of urban
mar ket custoners in deficit areas and we have to absorb the
cost of shipping to those nmarkets."” Correct?

A, \Were was that?

Q I'mon the second paragraph of your testinony.

A Ckay.
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Q Yeah, it is the second paragraph of the one we heard.
Li sten, | understand why you were readi ng on bigger yesterday
and we did it, too, it does get confusing.

A. | have got the original one now so we're tracking here.

Q If you have the original, that is terrific. So |l'm
| ooki ng at the second paragraph?

A. Yes, in the mddle there.

Q Yes.

A, Ckay. o ahead.

Q And you say, "W have a great deal of urban market

custoners in deficit areas and we have to absorb the cost of

shipping to those markets." Correct?
A.  Yes.
Q And you are successfully able to do that, correct?
A Wll, it's a cost to us, yes.
Q But you succeed. You sell out in those deficit areas

and you absorb those transportation costs, correct?

A, Yeah, we absorb those costs along with all the other
costs of producing the product and running the business.

Q Ckay. Yesterday, on additional direct from
Ms. Hancock, you discussed the hardships that the farmfaced in
2009, correct?

A Yes.

Q And you said that the famly put noney into the farmas

aresult, correct?
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W did. Yeah, we had to.

Does the famly al so invest noney in the plant?
No.

So the plant's sel f-sustaining?

Yes, it is.

o > O > O >

Ckay. Do you know what the term i ndividual handler
pool is, or neans?

A No.

Q Ckay. |If a Federal Order were to be adopted, and, as
you propose, and | understand, we'll see the text later, let's
assune a Federal O der is adopted and voted in along the |lines
that you're | ooking for, nothing prevents you or the California
Producer Handl ers Association fromseeking fromthe California
| egi sl ature, nore exenpt quota, correct?

A. That's pretty hard to predict what the legislature's
going to do.

Q But nothing prevents you fromasking, right?

A, There's no | aw agai nst asking. | don't know how
realistic the request woul d be.

Q I'mnot agreeing with you. So I want to turn now, and

last, to your Exhibit D on Exhibit 153. And | want to just

| ook at this, and | also want to conpare it, I'msorry, |
apol ogize. | want to conpare it to your testinmony on page 7.
A Ckay.

Q And so where would | find, and maybe it's not on here,

7053

BARKLEY
TRANSCRIPT OF PROCEEDINGS-VOL. XXXV 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

so | apol ogi ze, but when | | ook at the bullet points on page 7,
and you say first, "0.65 percent of the total pooled mlk from
California (note that exenpt quota is calculated in the tota
pool and then deducted)" is that found on this table or is that
found on Exhibit 61, Table AC?

A. That's found on Exhibit 61, and it's the, let's see,
the total pooled mlk divided by the producer-handler Cass 1,
exenpt Class 1, to give a percentage of exenpt mlk to the
total pool.

Q Gkay. | think you may have told nme the right
par ent heses, but you m ght have had the wong thing dividing
the wong nunber. | think you mght have neant that to get .65

you woul d divide the exenpt quota by the total pool, is that --

A Yes.

Q kay. Al right. | may have mi sheard, but | thought I
heard just the opposite. | want to nake sure we're on the sane
page.

A M math m ght have been upside down.

Q That's okay. And then the next bullet you have 2
percent, it's, the exenpt quota is 2.6 percent of quota, and
you say that's a drop of 10 percent since 2007. Wuere would I
find that, if it's on here?

A. The 2.6 is calculated by, if you go down to
producer-handl er quota, fat is 24,078 and the regular quota is

909,196. And if you divide the 909 into the 24, you get to
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2.6.

Q Gkay. And then you say, "the exenpt quota is 4.6

percent of the total Class 1 pooled," correct?
A. That's what | said.

And where do | get that fron®

Ckay.
And it is divided by 452,270, 540.
Ckay.

> O > O > O

Which is a total pool utilization.

JUDGE CLI FTON: Say that nunber again, please?

Ckay. That's, the exenpt quota product is 20,989, 392.

MR SHEHADEY: It's 452,270,540 it is the fourth category

down fromthe top, under product.

JUDGE CLIFTON: Yes. [|'mlooking at the very |ast page of

Exhibit 61 with you, M. Shehadey, and | agree that that's what

t hat nunmber says. | thought that the first tine you read it

you said, 452,275,540 and that's why | asked you to read it

agai n.

MR. SHEHADEY: Thank you for clarifying.

JUDGE CLIFTON: Well, | may have m sheard. But at any

rate, say it again how you are |looking at it.

MR, SHEHADEY: kay. It is 20,989,392, which is the exenpt

Cass 1 quota, divided by total Class 1 utilization

452, 270, 540.
JUDGE CLI FTON:  Thank you.
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MS. SHEHADEY: And that cones out to 4.6 percent.
MR, ENGLI SH: kay.
BY MR ENGLI SH.

Q And then finally, looking at the, you have referenced,
and it's exenpt quota is 17.4 percent of the California
Producer Handl ers Association Cass 1 production, and you have
indicated that's conpared to 1985, and that |ooks |ike you are
getting that data fromExhibit D, correct?

A Is that the right nunber here? Yeah, D.

Q Ckay. So --

A. Down at the bottom the boxes at the bottomthere have
t hose figures.

Q So l'minterested in the boxes at the bottomand | want
to talk a little more about what's going on there. But first,
you indicated in your testimony that you serve on the
California MIk Processor Board, correct?

A Yes, | do.

Q Now, what is -- is one of the purposes of that board to
help figure out ways to increase ass 1 sales?

A, Yeah, fluid mlk sales.

Q Rght. So having been a founding director and a Board
Menber for 22 years, and | know you fol ks have worked as hard
as you can, but we're not exactly going in the right direction,
are we?

A, Well, across the country lots of conpetition with other
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beverages out there.

Q And in California we're not doing real well, are we?

A.  No, about the sane as the rest of the country.

Q And would you agree with me that the total Class 1
sales in 2015 are less than the Cass 1 sales in 2009? Tota
California, I don't know if you have the nunbers in front of
you yet, would you agree with ne just because of you're
foundi ng director and Board Menber for 22 years, that fluid
m |k sal es have been down year over year, and are |ower in 2015
than they were in 2009?

A. There's probably a one or, one to two percent decrease
per year.

Q Ckay. So if that's correct, you m ght be sonewhere
between a 6 and 12 percent decrease over 6 years?

A Yeah, although it's leveled off the last year, which is
a good thing for the industry.

Q Sure. I'minterested in the fact that if you | ook at
your, | nean, you have discussed in your percentages the
percentage of exenpt quota as a percent of various numbers, but
you didn't talk about the total sales for
producer-distributors. You agree that if you |ook at that
first line, total producer-handler Class 1 sales, from1985 to
March 2009, you have hel ped us out and you have told us that's
a 332.8 percent increase, correct? |'mlooking at your boxes

that you just said were on Exhibit D, and I'm | ooking at the
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first line that is total producer-handler Cass 1 sales.

A, 1985?

Q Yeah, and | was conparing '85 of 27, say .8 mllion
and then March 2009, which is 120.2 mllion.

A Yes.

Q And you have indicated that that is a 332.8 percent
I ncrease, correct?

A Yes, on the sheet here.

Q And then from March 2009 to August 2015, you have
indicated that it's essentially flat, but even so, the
i ncreases, there's a nodest increase from March 2009 to
August 2015, correct?

A, That's pretty nuch flat.
Vel |, when do schools open in California?
The m ddl e of August.

Ckay. And schools are open throughout March?

> O > O

Yeah, unless there's Easter week.

Q kay. So you mght be three weeks versus two weeks, so
there's a nodest difference, but so, but, if there's been a 6
to 12 percent drop in fluid mlk sales, if you take 1 to 2
percent for 6 years, nonethel ess the producer-handl ers have
stayed pretty even, correct?

A, Yeah, we work pretty hard. You have to renenber, we're
farmers. W're not Wall Street guys, corporate guys, we're al

dairy farners. And we know how to work hard and how to naeke a
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l'iving, you do what you got to do. You mlk those cows 360
days a year, it's 365, excuse nme, | left the five days out for
vacati on.

Q That's gonna hurt those cows for the five days.

A Alot of farners don't get a vacation. | nean, it's
not an easy life. You harvest your product, in effect, twice a
days, 365 days a year. |If you are grow ng al nonds, you harvest
them once a year so you got tine to enjoy your famly and take
a vacation. Dairy farmers have a tough life. And that's what
we're, that's the way our famly thinks, those are our famly
val ues.

Q And that's true, of course, of the two-thirds of the
mlk you buy fromCDI, correct?

A, Those dairy farmers? Yes.

Q Ckay.

A.  Good peopl e.
Q So you were here yesterday for the testinony of
M. Consal ves?

A Yes, | was.

Q kay. And | don't know whether you have his Exhibit
151 with you?

A No, | don't.

Q | nmean, if | can, if the last page, | don't know
whet her your counsel wants to bring the whole thing up or if I

can have the Judge hand over, but | have the |ast page.
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JUDGE CLIFTON: I'll be happy to hand that to him There
you go.
MR. SHEHADEY: Thank you.
JUDGE CLI FTON:  You're wel cone.
BY MR ENGLI SH

Q So | had M. Gonsalves go over this and while he
couldn't remenber the genesis of it, he agreed with the
nunbers. So in the second paragraph, it says that "in 1978,
producer-distributors only represented 3.96 percent of the
total Cass 1 sales," correct?

A, That's what it says.

Q And then to date, and I think we heard this was about
1995, they represent |ess than 3.64 percent, correct?

A, That's what it says, yes.

Q Ckay.

A. There were also 49 PD's when it started, and by 1976 or
"75 there was 27.

Q Raght. So l'mgoing to hand out a docunment to be
mar ked as an exhibit, your Honor, and we have unfortunately, a
production error, but we'll discuss that in a second.

JUDGE CLIFTON: Al right. Everybody else, don't go away
fromyour seat, because these will be distributed to you, but
you nmay stand up and stretch. W'Il go off record for about 2
or 3 minutes.

(Wher eupon, a break was taken.)
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JUDGE CLIFTON: | believe the distribution of the documents
has been conpleted. M. Frisius, I'mthinking this wll be
Exhi bit 154, see if you agree with that.

M5. FRISIUS: Yes.

JUDGE CLI FTON: Yes, all right. Exhibit 154. | have
mar ked m ne accordingly.

(Thereafter, Exhibit Nunmber 154, was
mar ked for identification.)

JUDGE CLI FTON: Does anybody el se need a copy? Al right.
M. English, you may proceed.

MR ENG.I SH: Thank you. And people are going to want to
have Exhibit 61 in front of them in addition to Table AC and D
and Z, and | gave Ms. Hancock sone advanced notice, which is to
say in the last three mnutes. And also handed the tables to
the witness, M. Shehadey. And | would first note that in
putting this together, we had a little production error, and so
down to the right hand side there is a colum that lists
August 2009 source, that's supposed to be August 2015 source.

JUDCGE CLIFTON. Al right. M. Frisius, do you see that,
t he heading, the extrene right hand part of the page, the
bottom box? Al right. Wat are we changing it to,
M. English?

MR ENGLI SH: 2015.

JUDGE CLI FTON:  August.

MR. ENGLI SH. Yeah, the nonth is correct, the year is 2015.
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Al right.

JUDGE CLI FTON: Thank you. W have nade that change on the
record copy.

BY MR ENGLI SH.

Q So M. Shehadey, to spare everybody |ooking at ny
handwiting, we produced the tables at the bottom of Exhibit D,
of Exhibit 153, which we have just been discussing for the |ast
few mnutes. Do you see that? That's the first part and it
says excerpt from Exhibit 153, do you see that?

A Yes.

Q So unless we have a typo, and God willing we don't,
that is supposed to have been reproduced identically from
Exhibit D. And were you here for the testinony?

JUDCGE CLIFTON:  Sorry, fromExhibit D as in David of
Exhibit 153.

MR ENGLISH O Exhibit 153, sorry. Thank you, your
Honor .
BY MR ENGLI SH.

Q So were you here, M. Shehadey, and | believe you were,
for the testinmony of M. Blaufuss |last Friday with respect to
producer-distributors?

A, Sone of it, yeah.

Q ay.
A | was in and out.
Q D d you get a copy of his statenment?
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No.
You didn't. Ckay.

> O >

No.

Q Are you aware that he testified about a calculation of
trying to figure out what the size of the California pool was,
not the California pool, | strike that. The total anount of
California (ass 1 sales?

A Yeah, | renenber a discussion about that, whether it
included out-of-state or in-state, I wasn't sure where those
figures cane fromor what it neant.

Q kay. Well, why don't we quickly look through it. So
for August 2015, below for additional analysis, the
out-of-state Cass 1 August 2015, is listed as 29, 756, 864, and
there's an asterisk, which we'll get back to in a mnute. And
over the source, we're saying that's Exhibit 139, page 5, and
M. Blaufuss testified that that was a nunber he got by calling
COFA. Al right? Do you see that?

A Yes.

Q Ckay. Now, still staying on August of 2015, we have
just nmoved the nunber down, the 20,989,392, fromyour Exhibit D
from Exhi bit 153, which al so cones from Table AC of Exhibit 61.
W have just noved that nunber down. Do you see that?

A Yes, | do.

Q kay. And then looking at Table AC, the total pooled

Cass 1 fromTable ACis 452,270,540 do you see that?
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A, No.

Q Table AC, it's the fourth line of Table AC. Starting
at the top of the page, you have got total producer-handler
Cass 1 pool utilizationis the first line, tota
producer - handl er exenpt use is the second |ine?

A Ch, here it is.

Q You see it?

A Yes, it's the fourth |ine down.
Q ay.

A Ckay.

Q

Now, to be clear, and going to the asterisk, there may
wel | be, according to CDFA, if there is, there may be
duplication between, of sone kind, | don't know, it could be
one pound, it could be far nore than one pound, that could be
duplication of the out-of-state Class 1 that is included in
Tabl e AC total producer-handler Cass 1 pool utilization.
Ckay? So there could be sone duplicative pounds. You know the
entities of the California Producer Handl er Association,
correct, sir?

A. | know who they are, yes.

Q Yes. And you know, for instance, that w thout nam ng
names, one of themhas a farmout-of-state that it receives
mlk from correct?

A. | believe so, yeah.

Q So if that entity is receiving pounds from
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out -of -state, some of those pounds are likely going to be in
the dass 1 out-of-state pounds, and also in the tota
producer-handler dass 1 pool utilization, correct?

A. | imagine so, | don't know.

Q ay. So I'mnot going to ask you to do the math, but
if our math is correct, that ends up with 503, 016, 796 pounds.
W had to use slightly different data for March 2009 because we
don't have Table AC. But we do have, and | have provided to
you, first we have Table Z fromExhibit 61, it's the, that's
right, the vertical page. So do you see on that page for March
03, so it uses the third nonth of the year, do you see March
2009, Class 1 of 64,806, 798 pounds?

A | don't know what Table Z is, there's no title onit.

Q The CDFA witness, M. Shippel houte, testified that it
was out-of-state m |k being received and how it was classified
in California.

A So it is out-of-state mlk comng in?

Q Yes.

JUDGE CLIFTON: On -- I'mhaving trouble, M. English.

MR ENGISH If you | ook at CDFA Z, page 3.

JUDGE CLIFTON: Well, yes, and I'm | ooking at March of
20009.

MR ENGLISH. Right

JUDGE CLIFTON: And the first colum has 74 mllion.

MR. ENGLISH. But that's total product.
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JUDCGE CLI FTON: Then where your nunber conmes fromis which
col um?
MR ENGISH Is the dass 1 line, which is 64 mllion
JUDGE CLIFTON:  Wiich is the very next col um.
MR. ENGLISH Yes. Al right.
BY MR ENGLI SH

Q Al right. Do you see that, M. Shehadey?

A Yes.

Q kay. So again, for the next line, PD exenpt Class 1
we have sinply, | nean, confirmng it is also Table AC, we have
just noved it down fromExhibit D of Exhibit 153, your own
information, which is 21, 253, 353 pounds. Do you see that?

A Yes.

Q GCkay. Now, I'mgoing to strain everybody's eyes. |If
you turn to page 2 of CDFA D, of Exhibit 61, and again, |
provided that to you. W have the data there for a number of
years and nonths, but in particular, the bottom we have got
2009 and we have March.

Do you see that?

A Yeah, down toward the bottom

Q Yes, do you see March?

A Yes.

Q kay. Now, I'mnot going to ask us to do the math, but
do you see that after the producer-handler exenpt Cass 1

there is a whole series of columms for pool ed conponent pounds,
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and the first one, the first set of colums is for fat. Do you
see that?

A Yes.

Q Gkay. And the first colum of the fat colums is the

Class 1 fat, correct?

A, Yeah, | see the nunber here.
Q Ckay.
JUDGE CLIFTON: Ckay. |I'msorry, I'mlooking at Table D

and |1'mseeing fortification, powder, condensed skim | don't
think I"'min the right place.

MR. ENG.ISH Al right. This is page 2, and maybe just D
is one of these tables that has a nunber of -- yes, it's --

JUDGE CLI FTON:  Thank you, M. English, all right.

MR ENGISH It is, the Table Dis a little confusing
because it's a series of different documents, but it only has
one page 2.

JUDGE CLIFTON: Al right. Thank you.

MR ENGLI SH. Ckay.

JUDGE CLI FTON: And so the colums up at the top --

MR. ENGLI SH: There's pool pounds, then there's
producer-handl er exenpt C ass 1 pounds, and then there's an
enor nous colum for pool ed conponent pounds, which has three
categories; fat, fluid carrier dass 1, and SNF. And maybe |I'm
just going to sinplify this, because this has gone on too |ong,

M. Shehadey. Wuld you agree that if you add fat Class 1
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fluid carrier Class 1, and SNF Class 1 for pool ed conponent

pounds, you should come up with the total pooled dass 1?
MR. SHEHADEY: Yeah, how did you calculate the fluid

carrier?

BY MR ENGLI SH.

Q It isinthe mddle, there's three colums. There's
three sets of colums, it's literally right in the mddle. You
have fat and you have SNF on the right, and between fat and SNF
you have one single colum for fluid carrier Cass 1

Do you see that?

A, Yeah, | see it now.

Q So would you agree that if you take, for the nonth of
March 2009, the fat for Cass 1, the fluid carrier for dass 1,
and the SNF for Class 1, that should be, and add those
together, total pooled dass 1, correct?

A. It should be, yeah.

Q Gkay. Al right. So assumng my math is correct, and
consistent, | think, with what we have heard about Class 1
sal es dropping, Class 1 sales for March 2009 to August 2015,
went down by a little over 14 percent, correct?

A. Based on your calcul ations here.

Q Gkay. And nonetheless, using the calculations of the
producer-di stri butor percentage of their pounds of Class 1 on
total Cass 1, you have gone up by 0.84 percent, correct?

A.  Yeah, pretty nmuch flat.
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Q And none of that is because you have a price advantage?
A No, it's not.
Q Thank you. | have no further questions.

A. There's many other factors in the industry that have
caused that. And last night when I was thinking about this
di scussion, | went back and made sone notes frommnmy menory.

In 1971, Borden left California. They closed five
plants in Northern California, sold themto different
processors, there was turnoil in the marketplace.

1977, Arden sold to Knudsen. There were three or four
plants involved in that that affected Southern California.

In 1978, Challenge sold to Forenost. There was about
five plants and they were all over California.

In 1984, Forenpst and Knudsen nerged and becane a $1.7
billion conpany.

In 1986, Knudsen and Forenobst went bankrupt. They were
both run by investors. They went bankrupt, they closed for a
week, | won't use the word how they treated the farmers, but
there was a |lot of noney they owed the farnmers and didn't pay
it. They sold their plants, north and south, there was big
di sruption in the market, there were opportunities, and we had
custoners calling us and comng to us |like crazy. And when
say we, |'mtalking about all the producer-handlers. Each one
of these transitions caused turnoil in the marketplace and it

gave us opportunities to gain business. Had nothing to do with
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price.

1988, Carnation Conpany, who was owned by Nestle at the
time, closed two fluid plants in Los Angeles on Main Street and
in Cakland. They just closed them Everyone was scranbling
for business. W happened to be at the right place at the
right time in each one of these. Al of our producer-handlers.
These are opportunities for gaining business wthout price
I nvol ved.

In 1998, Berkeley Farns sold to Dean Foods. Here we
went fromthe Sabatti famly that owned Berkeley Farnms to a big
corporation out of Texas. A lot of custoners in San Francisco
didn't like buying froma big corporation.

In 1989, Alta Dena sold to Bongrain, which is a French
conpany.

In 1999, Bongrain sold it to Deans. Here's nore
di sruption and change in the marketpl ace.

In 2009, Santee Dairy sold to Dean Foods.

Al'l of these activities that were designed to, for big
corporations to make nmoney or make nore noney, affected our
mar ket pl ace, and it had nothing to do with price, the price of
mlk, it had to do wth service, custoner service, and having a
relationship with the customer. So | just wanted to |lay that
out, because there's a lot nore going in this marketplace than
than sone snall exenption

| also did a calculation on our exenption, and when
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you, when you go to -- where's ny exhibits -- you go to this
$1.14 in Exhibit E if you take the $1.14 and you reduce it to
a gallon, that's a hundred pounds. |If you reduce it to a
gal | onage, which you divide it by 11.6, you get 9.8 cents a
gal lon over this 20-year period, so-called advantage. But if
17. 4 percent of our sales are fromthis exenption, you reduce
that 9.8 cents down to 1.7 cents, and that's the noney that's
going to our farmng operation, but it's not a lot of noney to
work with when you | ook at all the other factors that have to
do with business today.

Q You want to add anything el se?

A, No, that was nmy notes fromlast night before | went to
bed.

Q That's fine. Nonetheless, your, the CPHA are now 24
percent of the Class 1 market in California, correct?

A.  That's your cal cul ation, yeah.

Q | have no further questions of the wtness.

JUDGE CLI FTON: Okay, | have got some spellings here before
| invite the next cross. So Borden sold five plants, then
Ar den.

MR, SHEHADEY: A-R-D-E-N. They were a grocery store and
m | k processor that sold m |k out of the marketpl ace.

JUDGE CLI FTON: And then Knudsen, help me again.

MR SHEHADEY: K-N-U-D S E-N

JUDGE CLIFTON: Al right. And then | think I know
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Chal | enge and Forenost.

MR, SHEHADEY: That's FFORE-MOS-T.

JUDGE CLIFTON: Al right. And then you named --

MR. SHEHADEY: Carnation Conpany.

JUDGE CLIFTON: Well, no, I'mgoing to skip a few, and |'m
going to go down to when Alta Dena sold to sonething soundi ng
French.

MR, SHEHADEY: Gkay. B-ONGR-A-I-N

JUDGE CLIFTON: B-ONGRA-I-N Al right. 1Is that all
one word?

MR. SHEHADEY: Yes, Bongrain.

JUDGE CLIFTON:  And no capital in the mddle?

MR. SHEHADEY: No, it's one word with a capital B

JUDGE CLIFTON: Al right. And then the next one | need to
spell is the last one you nentioned and it sounded |ike Santee?

MR, SHEHADEY: Santee, S-A-N-T-E-E.

JUDGE CLI FTON: kay. That was an amazing conpil ation of
information. How were you able to pull it together? Where did
you have it witten? It is all in your head?

MR. SHEHADEY: 50 years of being in this industry, | can
tell a story about each one of those transitions.

JUDGE CLI FTON:  And you renenber the years they happened?

MR SHEHADEY: Yes.

JUDGE CLI FTON: That's amazing. GCkay. Now, on this, |

wanted to go back --
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MR SHEHADEY: Sure.

JUDCGE CLIFTON: -- on this $1.14 that | find in your
Exhibit --

MR SHEHADEY: D.

JUDGE CLI FTON: Exhibit 153, your Exhibit D, and that's the
average at the bottom over what period of time?

MR, SHEHADEY: Exhibit E, | believe.

JUDGE CLI FTON: E, thank you.

MR, SHEHADEY: Yeah, it was over 20 years.

JUDGE CLIFTON: Al right. And tell ne again how you
converted the $1.14?

MR. SHEHADEY: Okay.

JUDGE CLI FTON: To get the cents per gallon?

MR SHEHADEY: The $1.14 is for a hundred pounds of nilk.
A gallon weighs 8.62 for one gallon, so when you divide 8.62
into a hundred, it cones up with a factor of 11.6. So you
divide the $1.14 by 11.6 and you will find out how many gallons
are in that $1.14. And it ends up at 9.8 cents a gallon, but
our exenpt sales are 17.4 percent, which comes from Exhibit D.
Qur August '15 sales are 17.4, and our March '09 were 17.7.
But | used the 17.4 percent to show what percentage of our
sales are actually exempted where this figure would apply, and
it ended up as 1.7 cents actually, val ue.

JUDGE CLI FTON: Per gallon advantage for the last 20 years

on Bar 20's exenpt quota.
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MR, SHEHADEY: Yes. And that noney went to Bar 20.
JUDGE CLIFTON: Al right. W next has cross-exam nation?
M. English?
MR ENGLISH. |I'msorry, | forgot one thing.
CROSS- EXAM NATI ON
BY MR ENGLI SH

Q This is just clarification. Wen you talk about the
fact that Producers does not receive transportation funds for
delivering to these deficit areas, | want to be clear. That's
because the existing transportation credit systemin the CSO
does not provide themto any plant |ocated in Fresno, correct?

A Wll, it wouldn't provide it for us because we haul
finished products. There's no transportation allowance on
fini shed products.

Q | understand. But | wanted to make clear that
what ever's going on in the transportation credit,
transportation allowance system the fact that you are not
getting it has nothing to do because of your location with
being a producer-distributor, correct?

A. No, | don't understand your question.

Q So assune for a nmonent that you did not have
producer-distributor status on exenpt, you didn't have exenpt
pounds. Because of your plant's location in Fresno, you
woul dn't be eligible for transportation credits?

A. Because the plant's in Fresno.
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Yes.
That's correct.

That's what | was trying to get at, sir

> O > O

That's correct.
JUDCGE CLI FTON: kay. Wo will go next. M. Beshore,
t hank you
CROSS- EXAM NATI ON
BY MR BESHORE:
Q Marvin Beshore.
Good norning, M. Shehadey.

A Good norni ng.

Q Just a couple of areas | wanted to ask you a few
qguesti ons.

A, Sure.

Q First off, with respect to Bar 20 Dairy, | think you
testified you now have 7500 cows?

A, Yes, mlKking.

Q Can you -- can you give us a little history of Bar 20
interms of its -- of its size? | think you, if | renmenber
right, you referred to a five years ago or so there was an
expansion there. So could you take it from say, 1970 or '69,
fromthat period up, you got a great nenory for your business,
whi ch is understandable. Can you take the Bar 20, the dairy
farmoperation, from you know, roughly its size back around

'69, '70 when the Pooling Act went in, to date?
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A Well, 1972 we built a new dairy. W had an ol der
facility we were renting in '69, and we had probably, if | can
think of the nunber of cows then, maybe 700, 750, on two
facilities. And we built a new dairy east, or west of Fresno
in 1972, and then we expanded that, or filled in, we built a
| arger dairy than we had cows for so we had roomto grow. W
bought sone | and around it, over time, these are over a few
years. And we continued to buy sone land as it cane avail able
around us for feed because as we had nore cows, we wanted to
have nmore feed, and it made sense.

So next change would, well, through the '80's we pretty
nmuch expanded that operation as nmuch as we could. W got up to
about 32, 3300 cows between our old original dairy and the new
place. And then in the early 2000's we were | ooking at
bui | di ng anot her dairy nearby. So we ended up buying the
property across the street, it was 320 acres, across fromthe
dairy we built in '72, west of Fresno, about 25 mles. And
took about a year and a half, it's right when they passed
SB 700, and requirenments were really strict, and we were kind
of the test case at that tine, so it took longer to build it,
and cost nore. And but we finally got through that, work well
wth the Air Board and Water Board and opened it in 2005.

But in the meantime there was, | think it was a Mad Cow
D sease problem And they closed the borders and the price of

cows -- so heifers couldn't come in from Canada, and the price
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of cows went through the roof, right at a time when we were
committed to this facility. So the cows cost nore. W had to
go all over the country to find cows to fill our dairy. And
the quality of the cows was questionable. Wen you buy themin
a hurry and buy what you can, you get what you got. So the
quality of the cows was not up to our standards.

So we ended up building the new facility, which was for
6500 or 6400 actually, 3200 on each side. There's two sides,
two 80-cow rotaries. And across the street was our ol der
operation, which was really overcrowded. So we -- we took
about 2,000 of those and noved themover. And so we were
m | ki ng about 12 to 1500 there, and then the 6400 in the new
pl ace.

But the quality of the cows, the, you know, pounds per
day was down, health wasn't as good as it should be, all the
I ssues that dairynmen understand. And so it took us years to
get, years and years, in fact, this year is probably the first
year where we're confortable with having our own replacenents,
whi ch is about ten years fromwhen we built it.

Q Ckay. So by 2005, if I got, if I have ny notes right
here, you had the facilities, the capacity for your present
herd size of 75007?

A Yes.

Q Ckay. And -- okay.

A W're actually permtted for nore than that, but right
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now we're at 7500.

Q Gkay. Now, during that -- during those years, was
your, and let ne back up. Presently you are roughly one-third
your own production and two-thirds supplied through CD; is
that correct?

A, That's correct.

Q (Ckay. Besides the Bar 20, do you purchase from any
other famly farnms in famly herds?

A Not at this time. W have in the past.

Q Ckay. Has the one-third, two-third ratio, has that
been pretty much your pattern back through the decades there,
"70's, '80's, '90's, in terns of one-third your own production
and two-thirds or the rest outside?

A No, at one tine we were nearly all exenpt at the farm
because we only had 3,000 cows, or 2800 to 3200 cows, SO we
were probably 80 percent exenpt. |It's the sane pounds we have
t oday, but because we have added cows, it's all been on the
over base, you know, the pool val ue.

Q So that period of tinme would have been probably in the
early '90's, which is when you acquired the, got up to the
level, well, when you were allowed to acquire the exenpt quota
t hat you have today?

A Well, we didn't build a newfacility so we were limted
to like 3200 at the old facility, so we really didn't get to

the larger anmounts until 2005.
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Q kay. Very good. That's -- that's hel pful

A It also made it difficult, not only 2009 was upside
down because of the cost of feed and the |low price of mlk for
everyone, and we had an inefficient operation running, but we
al so, you know, had to pay the bills |like everybody el se. Pay
the feed bills, you got to feed them got to mlk them

Q Is your production fromyour own herd today, is it
runni ng, you know, something around the state average which
m ght close to 2,000 pounds per nonth per cow?

A W look at it gallons per day.

Q Ckay.

A.  So our pounds per day, which, we are up there. W are
over 8 and a half, to 8 gallons per day.

Q Per cow?

A, Per cow

Q Gkay. The Producer Handl er Association, can you, can
you tell us a little bit about that? |Is that -- and you're a
prof essional Board Menber, | think. |Is that a, is that like a

non-profit corporation that's got bylaws and the Board of

Directors?

A. It is just an association, so it is -- it's kind of
| oose, |ike nost small organizations put together by a group of
farmers

Q Gkay. So it's an unincorporated association?

A, | think so. | don't knowif it's incorporated or not.
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Q Do you know if it has byl aws?

A | don't -- | don't know if we do or not.

Q Do you have a Board of Directors?

A Al four of us.

Q ay. You know, do you have regul ar nmeetings?

A, No.

Q Gkay. So do you have mnutes, files, anything |like
t hat ?

A, No.

Q Ckay. The, in your testinony you have cited the
i nvest ment that was, has been nmade in exenpt quota, the
$9, 000, 000 anmount, which | can't put ny fingers on it the
inmmedi ately. | take it that's a, that's a nunber that
represents the aggregate investnment by the four nmenbers of the
Producer Handl er Associ ation?

A Yes, that's correct.

Q Gkay. And we know the total ampbunt of exenpt pounds,
but | have never seen any information in the subm ssions prior
to this hearing or in your testinony with respect to an
i nvest ment per pound of exenpt quota. Can you, do you have
that information or can you tell us what the, you know, what
t he average price per pound of exenpt quota has been that --

A. No, no, | can't because we buy it as regular quota and
it becomes exenmpt with those anendnents in 1978 and 1995.

Q Gkay. So you buy it as regular quota, so it would
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have, would it have been reflected in, for instance, the
transactions that Dr. Erba testified to at the history of quota
transactions fromthe CDFA files? Wuld your purchases, the
four producer-handl er purchases be reflected in those
transaction docunents, in your understandi ng?

A. | would think so, because Exhibit C cane fromthe CDFA,
the one with the blackout there for the prices and that per
pound.

Q Right.

A, That came from CDFA. So | would i magi ne they woul d
have every producer's background.

Q Rght. Gkay. So when you were purchasing there in
1994, and |I'mlooking at Exhibit C you were just purchasing
quota fromthe general regular quota narket?

A Yes.

Q And then in your hands it became exenpt quota if you
attached it to your farmthat was supplying your plant?

A W were allowed to do that with that |egislation.

Q | understand that you are allowed to do it, |'mjust
trying to understand the nature of the transaction. And
guess | was under a m sconception that there was a sort of
anot her market just in exenpt quota here, but you were actually
buying in the regular quota narket and then in your hands it
became exenpt ?

A. That's correct. And we cannot sell exenpt quota.
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could not sell exenpt quota to one of the other
producer - handl ers.

Q Rght. But you could sell it back as regular quota?

A. To the marketplace, to anybody. Right. That's
correct.

Q So one of the, one of the statutory limtations you
have as a producer-handler in California relates to the
consanguinity regulations. And as | understand it, tell me if
this is correct, I think it is fromyour testinmony, the lawis
such that because of those consanguinity requirenents,
eventual ly that exenption will go away by the passage of tine.

A, Yeah, literally we'll die off.

Q Literally. So that's what | wanted to get to.

A Yes.

Q Wen do you expect that to happen, for instance?

That's really norbid, | guess.

A. That's a good --

Q | didn't -- sorry. Let ne depersonalize that. Ckay.
So, you know - -

A.  How nmany years?

Q Know ng what the -- know ng what the generationa
[imtations are and the average generational |ife expectancies,
| don't have -- can you tell us anything about, you know, not
necessarily your famly, but the, you know, the four, you know,

| nean, what's the -- what's the horizon on that exenption?
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A Well, since we're dairy farmers and we drink a | ot of
mlk we're pretty healthy. M father lived to 102 and a hal f
and he drove a Dodge Viper until he was 95, so he was pretty
active and pretty healthy.

And 1'm 73, so | plan on being around for awhile. And
ny children are in the business. And it's hard to project, but
it would be years.

Q Gkay. Wich generation is the last under the lawin
your famly?

A |1 think it is past our grandchildren.

Q Your grandchildren?

A.  Yeah. And they, you know, they may not |ike the
busi ness. They may not |ike mlking cows. They nay becone
doctors and attorneys, have an easy life.

JUDGE CLIFTON: Did he say easy life?
MR. BESHORE: We have heard that one.
BY MR BESHORE:

Q On, this is 153, Exhibit D, it shows the change from
five producer-handlers in 2009, to four in 2014. And maybe you
tal ked about this and | mssed it, but who was the
producer-handl er that was, shows up here in 2009 and isn't here
in 2014? And what happened to that operation?

A It was Scott Brothers down in Southern California, and
they weren't producing, too nmy know edge, they weren't

produci ng enough Cass 1 toreally justify the exenption,
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al though they still have a dairy farm they produce a | ot of
specialty yogurt products, and they have a good busi ness going

there, so they kind of focused in a different direction. So it

was their choice to convert it. | imagine they converted it to
regul ar quota so that their farmwould still have regul ar
quota, then it wouldn't matter where they shipped it. | mean,

they could ship it, but it wouldn't natter how they used it,
excuse ne.

Q So one of the, and again, naybe M. English asked this
and | didn't get it, but there's a, on one of the exhibits you

show it, the 10 percent drop in one period of time. Well

maybe | have to pursue that later. | can't find it. That's
all | have at the nmonent. Thank you, M. Shehadey.

JUDGE CLIFTON: We'll invite you back up if you find it,
just signal, M. Beshore, and I'll let you finish your

exam nati on.
Who would like to go next with questions for

M. Shehadey? | have got a couple of questions. Let ne ask
this. Fromwhat you have done, M. Shehadey, | believe that
the Bar 20 operation prefers exenpt quota to regular quota. Am
| correct?

MR. SHEHADEY: That's correct.

JUDGE CLI FTON:  Why?

MR. SHEHADEY: Well, exenpt quota they can get the Cass 1

price direct, as they always had fromthe outset of the dairy
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farm and regul ar quota would be at whatever the pool price is.
And over the years, that pool price has been dragged down
because of the high Oass 4a and 4b price here, and the fixed
differential of $1.70, it keeps getting dragged down because of
the | ower usage, |ower price usage.
JUDGE CLIFTON: Al right. And so if a proposal was to
convert all exenpt quota to regular quota, have you tried to
figure out what that would cost the Bar 20 operation?
MR. SHEHADEY: Oh, it is probably, and it varies from nonth
to nonth, as you saw in that Schedule E how it varies from
month to nmonth, the differential, but it could be $750,
$800, 000 a year.
JUDGE CLIFTON: M. Beshore?
BY MR BESHORE:

Q Yeah, | found the number | was |ooking for, and again
| hope this isn't repetitive. |'mon page 7 of your testinony,
at | east page 7 of 152 at |east on the copy | have. The bullet
poi nts. Your second bullet point, two-thirds of the way down
in the page?

A Yes.

Q Says that the quota is dropped 10 percent from 2007
to, | guess this is today. Can you tell ne what happened there
or what that reference is, and | get --

A | think it was the loss that the one producer-handl er

that converted it to regul ar quota.
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Q kay. ay. So that's what you think that woul d be?

A. | believe that was the difference, yeah.

Q Yeah. \Very good. Just one other, one of the other
question. In terms of your mlk supply, is it correct that CDI
woul d bal ance your needs at your plant?

A.  They do bal ance our needs, yes.

Q And there hasn't been a | ot of discussion about this at
this hearing, and | just want to, want to ask you to descri be
that a little bit. Do you run, your fluid mlk plants, does
their demand for mlk vary from day-to-day during the week
dependi ng on production runs sonmewhat ?

A Well, we run six days, so it's pretty bal anced through
the week. Weekends are usually a little nore, but you can play
with inventories produce products on different days to bal ance
that out as best you can.

Q Are the demands, are the seasonal with the schools and
coll ege and those sorts of contracts somewhat --

A Yeah, that affects it to some extent, vol une-wi se.

Q So does CDI absorb those ups and downs, either from
day-to-day or over the seasons in your, for your plant
operati ons?

A.  Yeah, they have a nunber of customers so they can
bal ance it between their custoners. |If fluid mlk goes down in
the summertine because of schools, ice creamgoes up, so they

sell nore ice creamto the ice cream nanufacturers, nore
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product. And they try to balance it. They do a good job.
Q | knowthey find a place for the farmers m|lKk.

A.  They m ght make butter and powder out of it and sell

Q And they have invested plants in order to be able to
have that option for that mlk, right?

A.  Oh, yeah, and they sell it all over the world.

Q Rght. And but just interms of, in terns of the, of
your operation, your mlk at Bar 20 goes to the plants seven
days a week, 3657?

A Yes.

Q Gkay. And then whatever variations you have, whatever
they may be are bal anced through your Cooperative supply?

A Yes.

Q ay. Thank you.

A. That's part of the fee we pay, that's part of that

bal ancing. Balancing is one of the factors of the cost of the

prem um
Q Right.
A. | nean, the value of the prem um

Q Rght. And that's a service that you need and is
val uabl e and you negotiate a paynment for it?
A Yes, it is.
Q Yep. Thank you.
JUDGE CLIFTON: Help me remenber, M. Shehadey, what CDI
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stands for?

MR, SHEHADEY: California Dairies, Inc.

JUDGE CLIFTON: And is that a Cooperative?

MR SHEHADEY: Yes.

JUDCGE CLI FTON: And the source of the mlk that supplies
Producers Dairy plant is |ocated where?

MR SHEHADEY: It comes from Cooperative menbers, but it's
direct shipped to us fromtheir farnms, and it's within about 25
mles of our plant. And we nonitor the quality, you know,
extensively. And so if there's a problemwth the shipper,
then we, you know, they have working on a quality issue, then
we change that shipper and they send us anot her one.

JUDGE CLI FTON: They being the Cooperative?

MR. SHEHADEY: CDI, yeah. The Cooperative.

JUDGE CLIFTON: Puts you in touch with a separate shipper.

MR. SHEHADEY: A separate shipper, yes.

JUDGE CLI FTON:  Wo el se has questions for M. Shehadey?
M. English.

MR. ENGLI SH  So, your Honor, turns out when you do
exhibits at 5:00 a.m in the norning, you get what you get.

What | have is, and |'ve already discussed this very
briefly wth Ms. Hancock. On Exhibit 153, where we al ready
corrected the August 2009 to be August 2015 source.

JUDGE CLIFTON: We're | ooking at 154?

MR ENGISH |'msorry, 154. Thank you. | can't correct
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153, it's already admitted and it is not ny exhibit.

So Exhibit 154, this is the exhibit that we have shown,
we have not offered so it's not been admtted, so it wasn't
objected to yet, M. Shehadey. And 154 we have found two ot her
errors and we have actually nmade new copies. Since we haven't
admitted it already, it mght nake sense if | identify right
now what the errors are.

Under March 2009, the bottom area, where we have
percent PD Class 1, and we had 23.12 percent. That nunber,
actual ly, when we were running the nunbers later in the
norni ng, that nunber should actually be 20.55 percent.

Now, again, ny idea answer is to provi de another document,
since we haven't admtted, and then that woul d actually change
t he August 2015, last line, California PD Class 1 percentage,
raising it fromO0.84 percent to 3.41 percent. And we can do it
ei ther way, but | have a clean docunent which fixes all those
errors.

JUDGE CLIFTON: What | would propose to do, M. English, is
we have al ready had testinony about the one we have got.

MR ENGLISH: | agree.

JUDGE CLIFTON: And so | would like you to give us the
clean one, and but either, we'll refer to it as Exhibit 154(a)
or we'll refer to it as Exhibit 155, either way.

MR ENGISH And | will accept, obviously, the answer of

addi ng a docunent, and | think going back to the begi nning of
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the hearing, the only reason we had an Exhibit 20(a) was

Exhi bit 20(a) showed up long after we had done Exhibit 20, and
| don't have a preference. | don't like (a) designations, so |
woul d prefer going Exhibit 155.

JUDGE CLI FTON: Good. Let's do that. And that way we'll
know what he was | ooking at when he testified, and then we'll
see the newone. So we'll mark this correction as 155. Thank
you.

(Thereafter, Exhibit Nunber 155, was
mar ked for identification.)

JUDGE CLI FTON: And of course, the way M. Shehadey w sely
testified is, he said, "if your math is correct”, relying on
your math. We're just now distributing copies of Exhibit 155.

MR ENGISH In answer to M. Carman's question about
whose math it was, | take full responsibility.

JUDGE CLIFTON: Al right. [If you do not have a copy of
Exhi bit 155, would you rai se your hand? Appears everyone has
it. M. English, you may proceed.

MR ENGISH So | just, and the reason | did it now, your
Honor, rather than when | actually offer it through a different
wtness, | wanted to at |east give this witness an opportunity.
Qobvi ously, the increase from March 2009 to August 2015, as a
percentage, it is much nmore significant. So | at |east wanted
to the give witness, in fairness, if he chose, he already gave

sonme extensive explanation, but | wanted to give himan
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opportunity, if he chose, to discuss this difference as opposed
to the 0.84 percent difference that he showed earlier. And if
he doesn't want to, that's fine. But if he wants to add
sonmething, that's fine, in fairness.

JUDCGE CLI FTON: So M. Shehadey, as | recall, the way you
characterized the change for the producer-distributors was that
it was essentially flat when we were | ooking at Exhibit 154 at
the very last nunber shown.

MR SHEHADEY: Yes.

JUDGE CLI FTON: And now that you are seeing Exhibit 155
where it is not so flat, do you want to add to your comments
about any changes that m ght have occurred between March of
2009 and August of 2015?

MR. ENGLI SH. And maybe in fairness, your Honor, his
reference to flat, | think was pure nunerical nunber. And you
are now referring to percentage. So | want to be clear on the
record, again, out of fairness, and |I think Ms. Hancock's going
to do it anyway, but | think when he was testifying earlier
about relatively flat, he was doing strictly the nunbers, and
the nunbers haven't changed. Al that's changed is the
percentage. So just taking that into consideration, and then
if Ms. Hancock wants to add sonmething, that's fine, too.

M5. HANCOCK: So | agree with what M. English said, and |
think, | guess that nmy caution about this document is obvious,

that one, M. Shehadey didn't, and this wll obviously go to
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the adm ssibility, but | want to caution that he didn't create
this docunent. And what we're looking at is the total, the top
we have the nunber of total producer-handler Cass 1 sales
reflected in three different tinme periods. And then there's
sonme additional things going on down below that are not related
necessarily, or | don't think, I think it is obvious they are
not related to the producer-handler Class 1 sales. It's the
changes in the out-of-state Class 1. And so, | guess | just
want to make sure that we're conparing apples to apples when
he's asking these questions. Up top is where we're | ooking at
producer - handl er nunbers for Cass 1 sales.

JUDGE CLI FTON:  Thank you, Ms. Hancock. | appreciate that.

MR. ENGLI SH:  Your Honor, to be clear, what we did for the
number that's just been corrected for percent PD Class 1, is we
did take the line fromup above. So for instance, March 2009,
we took the 120, 242,049, and that was divided by the
584,942,733, which is our calculation of the total Class 1 in
the market, done the exact same way M. Blaufuss did | ast
Friday. And yes, obviously there is a difference in the
G ass 1 pounds, that's obvious. But even if you account for
that, there is sone significant change, and besides which it is
our contention that this is consistent with the change in fluid
market. So | think we have |ost track probably of the question
that was being asked of the witness, and if M. Hancock wants

to ask, that's fine.
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MR. HANCOCK: | guess then, he's just, | guess, highlighted
what the real objection here is, and that this is his argunent

and not a question for the wtness.

MR. ENGLISH. |'mnot naking an argunment. | was giving him
the courtesy of saying, okay, look, | nade a m stake, here's
the real nunbers. It looks like if we're right the nunber

change is bigger. And in that case, if he wants to, he doesn't
have to say a word, but if you would |like to, does he have
anything he wants to say about, assum ng our nunbers are right,
about that number. That's all |'m asking.

M5. HANCOCK: M concern is that they are asking hi mabout
their own mstakes and putting the document in front of him
They put one docunent in front of himearlier and tried to get
himto adopt it, and now they have conme back and put anot her
docunent in there and they want to ask himabout their own
m stakes. So, | nean, the nunbers are in there, they are what
they are, we're just adding themup, dividing them and
quantifying themin different ways, in whatever ways that makes
it look nore favorable to whatever our position is. To ng,
this is argunent. The nunbers are what they are.

When M. Shehadey put his nunbers in, he was putting
new nunbers in that hadn't been in the record before. But at
this point, it is just asking himto do the cal cul ations that
M. English has been objecting to all along when we have ot her

W tnesses do it, they have done the cal cul ations so they
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haven't given M. Shehadey the benefit of doing the
cal cul ations, but they are asking himto confirmtheir own
nunbers that they have just proven they have nade m stakes on
al ong the way.

So this is my concern with asking this witness. |If
they want to put their own wtness on and tal k about this, you

know, that woul d nmake nore sense to ne.

MR, ENGLI SH.  Your Honor, Chip English. | think we're
| osing the forest through the trees. | never once asked himto
adopt it. | asked specifically, assum ng our nunbers are

right, and | merely was providing a courtesy, which may have
been a m stake, of giving himan opportunity, assum ng our
nunbers are right, and assuming if he wants to say anyt hi ng,
whi ch he may not want to do, that since | asked himthe
question when the nunber was showi ng a nuch smaller difference,
assum ng our nunbers are correct, and it's not argunment, is
t here sonething when he wants to say about that. |f he doesn't
want to say, he doesn't. And | think the question was fairly
sinple and fairly straightforward, and it was done in the
spirit of fairness as opposed to anbushing after he was off the
stand and may have |eft the room

JUDGE CLI FTON: Ckay. So M. Shehadey, do you want to add
anything with regard to whether the producer-distributor
percentage of Class 1 has, in fact, increased from March 2009

to August 2015?
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MR, SHEHADEY: Well, the 14 percent drop just seens a
l[ittle extrenme. | knowit's gone down, but just 14 percent
seens nore than what it -- what it should be. But I don't want
to get into a percent here or percent there, but we have good
rel ati onships with our custoners. W have been able to
mai ntain themthrough this decrease in mlk consunption. And
we, | think nost of the producer-handlers feel the sanme way,
they are fam |y businesses, they have relationships with their
custoners, and it's nmore than just, you know, bidding on price.
| mean, maybe your |arge custonmers are thinking nore about
price, but we have one |arge customer that we have had since
they had five locations in Northern California, five warehouses
in Northern California, and that was in 1985. And they have
stayed with us since 1985 to today. W have a good
relationship with them So if other sales are going down, we
have not experienced that, as |ike maybe sone ot her people
have.

JUDGE CLIFTON: M. English?

MR. ENGISH No further questions.

JUDGE CLI FTON: Thank you. And thank you for your teamfor
getting us corrected on this right away. W have all nade
m st akes here, we have all msstated things, it's been
difficult. Very often when the brain's focused on one thing,
sonething else slips a bit. Al right.

Who el se has cross-exam nation for M. Shehadey on this
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issue? M. Richnond?
CRCSS- EXAM NATI ON
BY MR RI CHVOND:

Q Bill Rchnond, USDA. Thanks a |lot, M. Shehadey, we
appreciate it.

A Yes, thank you.

Q As you know, producer-handlers in California are very
different than producer-handlers in other Federal O der
syst ens.

A Yes.

Q So we appreciate your help in understandi ng what
happens here in California, and | also just wanted to express
t hanks for the work of your sons, and also with M. Lai, too,
they have put a lot of work into this and really hel ped us kind
of get to this point. So thank you.

A | think it's really inportant that you understand how
California, you know, works, has operated fromDay 1. So
that's why we brought M. Gonsalves in to explain the history.

Q It helped alot. In looking at the initial proposal
conpared to your exhibit, there's a few mnor differences. And
| just wanted to naybe give you the opportunity first, to back
way up and just tell us, give you the opportunity to tell us
exactly what you want us to do.

A Wll, all along we have said that, you know, quota

should be part of the new Oder. |If you are going to wite up
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an Order, quota has to be part of it, because, you know, |'m
on, I'mon a nunber of boards and conm ttees that have a | ot of
dairy farners on it and | know how they feel. They are really
concerned about the value of quota. And | was on the Quota
Review Commttee and it was conprised of producers, which we
are one. And the discussion at that tine, we had six neetings
in Sacramento to discuss what do we do with quota, what do we
do with quota, back in 2007. And the big concern was, well, we
need to protect it. But if we are going to get to equalize it,
say, to get rid of it, then there's a value there. And at that
time it was a billion dollars, today it's like $1.2 billion
because the value of quota has gone up sonme. But it is really
inportant that we maintain that.

And our exenmpt quota was really based on quota. It's a
kind of quota. It is quota, only it's exenpt quota because we
created the Class 1 sales ourselves, as opposed to anot her
producer that mght sell to a Cass 1 plant.

Wien | was a controller at the tine the pool went in,
did the reporting for the pool to set up the quota for the
peopl e that qualified for quota, so we had two or three other
shi ppers, | can renmenber two of themfor sure, and they they
shi pped to us, and we had 95 percent Cass 1, so the mlk they
shi pped to us, they got 95 percent quota on it. Qur own farm
shi pped to us and we got a percentage of, and at that time we

didn't have, we didn't have a |large herd, but the herd we had
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we qualified in '69 for the quota that we have now, but it was
exenpt quota, so that we could continue to pay the Class 1 |ike
we had for the years before to our own farm ng operation. That
was a phil osophy behind exenpt quota. It was to protect, the
quota went to protect the producers, and it's a good thing.

And they got the freedomto but it and sell it, which we don't
have. And they have the freedomto keep it forever which we
don't have, because we have the consanguinity requirenent.

But we got exenpt quota, which allowed us to continue
to pay ourselves the Class 1 price since we had created the
sales for that mlk, went out and got the custoners, and beat
the streets, and, you know, kept the business. And so that was
really the phil osophy behind it.

Then they said, well, we can't have it wi de open, we
need to have it controlled, and that's understandabl e, and
that's why we have a fixed anount of quota. They adjusted it a
couple of times in '78 and '95, but the philosophy was based on
the original philosophy of exenpt PD s have exenpt quota, and
the rest of the producers have regul ar quot a.

Q kay. As you know, in current Federal Orders and under
Proposals 1 and 2, when the |evel of Class 1 sales exceeds 3
mllion pounds you are essentially not a producer-handl er
anynore, you become a fully-regulated handler. So is the
position of the Producer Handl ers Association, are you in

support of that or opposed or?
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A W want to maintain our exenption even in a Federa
Order, as we have it today. Not a new increased exenption, but
t he same amount of pounds, and we feel it should be
adm ni stered through the State of California so they can nmanage
the quota portion of the Federal Oder.

| think they would have to handl e the purchases between
ot her producers on regular quota. They have to manage who has
it, how many pounds they have, and how that's technically, how
that would be done, | don't know, but | think it would be a
wor ki ng rel ationship between, you know, the Federal O der
admi ni strators and California.

Q And | think in your exhibit you stated that along with
any ot her changes the USDA deens necessary to kind of maintain
this, | took that as inposing some kind of level of flexibility
in figuring out a way to kind of neet that end?

A.  Yes. W have an expert comng in to help with | anguage
and he's pretty well know edgeable, | think, on Federal O ders.
And he should be able to help with, you know, those kind of
techni cal questions as to how could you nake it work.

Q Gkay. Soin terns of whether or not you would be a
producer-handl er or a handler under a potential California
Federal M Ik Marketing Order, you are indifferent to that as
| ong as the exenpt quota is preserved?

A, Yeah, as long as we can handle it simlar to the way we

do now, and | think that's the concern of all the producers out
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there. And I'msure if you, if you wite it up so that, you
know, there's a chance that the quota could go away, especially
at no value, they could lose it, it will be voted down. |
nmean, the producers know what they have now. | don't think
they want to go into a black hole. So their anticipationis
that they will have the same quota value there and quota
benefits, which would be the nonthly, you know, difference in
price, whether it's $1.70 continuing or whatever you cane up
with., But I"'msure that's going to be a key part of the value
to the whole thing you are going to wite up, as far as whether
they like it or not or would vote on it or not.

Q Sure. GCkay. Thank you

Shifting gears a little bit. This, into the kind of

specifics of the exenpt quota space. Do you know if there's a
way that the volunme of exenpt quota issued to a
producer - handl er can exceed the | evel of production at one of
t he producer-handler farms? Like, is there a way for you to
have exenpt quota on mlk that you woul d potentially purchase
froma farmyou don't own?

A No, it has to be our own farm

Q Your own farnf

A.  Yeah. That's one of the requirenents.

Q Cot it. Okay. | think that's all. That's all we have
for now | appreciate it.

A.  Ckay. Thank you.
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JUDGE CLI FTON: Who el se has questions for M. Shehadey?
None. M. Shehadey, is there anything el se you would like to
say before you step dowmn? Redirect? Never mnd. Redirect.
Thank you, Ms. Hancock.

REDI RECT EXAM NATI ON
BY MS. HANCOCK

Q M. Shehadey, have you been able to increase the
busi ness that you have at your plant over the years?

A Yes, we have.

Q Is any of the increase that you ever had from your
plant, attributed in any way to the exenpt quota that you hol d
by your farn?

A, No, it's not, because if the noney goes to the farm
W don't have the noney to give

Q Have you ever distributed noney fromyour, fromthe
profits that you nake at the farmand recapitalize them back
into your plant in any way?

A, No. They are different famly nenbers, they are
di fferent businesses. Bar 20 Dairy Farms was a partnership for
many years, and then our attorneys said it should be an LLC
instead of a partnership, but basically we operate it as a
partnership, and Producers Dairy is a Sub S corporation.

Q And so you tal ked about with M. English about you have
made di vi dend paynents to your nenbers fromthe plant, to your

sharehol ders. Tell nme about those?
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A. The only tinme we make dividends is when we have tax
liability, because maybe we nade a profit that year and we pay
taxes, and we share, since it's a Sub S corporation, whatever
the taxes are, each owner pays his percent, becomes a persona
tax. And then each owner has to pay taxes on that profit that
the conpany nade. So we have a famly policy that says we wl|
pay dividends to help pay those taxes. There's no other reason
we pay dividends. W don't pay dividends just for the fun of
it or joy of it. W keep the noney in the business, we put the
nmoney that we make back into the business, that's hel ped us
grow and be efficient, put out a good quality product with the
| at est technol ogy throughout our operation.

One of the things we have had this |ast year has been
the Air Board requirenents in California has been a big expense
for all the dairies here. Having to change their trucks, and
new engi nes, and air quality requirenments, so the business
requires noney to keep it going.

Q I'mgoing to shift gears a little bit. At the very
begi nning of M. English's exam nation of you he asked you
questi ons about how your, how the paynents were reported or how
your plant reports to the pool.

Do you renenber tal king about that with hin®

A Yes.

Q kay. And you said your farmowns, Bar 20, owns sone

regul ar quota, right?
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A Yes.

Q Ckay. Are these sale reported to the pool as well?

A Yes.

Q By your plant?

A Yes, it is.

Q Does Bar 20 report any of those pounds to the pool ?

A, Well, the processing plant reports it on the 800
report, because they are responsible to fill it out for whoever
you receive mlk from Every processor has to fill out an 800
report.

Q Ckay. Does any of the reporting that your plant does
to the pool or to CDFA have any inpact on who actually owns
t hat regul ar quota?

A. | don't understand your question.

Q Well, because the plant reports that, just because the
pl ant reports those volumes to the pool, it doesn't mean that
the plant owns the regular quota, right?

A, No.

Q kay. And simlarly, the plant naking the report to
t he pool about what exenpt quota is held, there's no ownership
title, there's no ownership tied to the reporting obligations
I's my point.

A.  No, there's not.

Q Ckay. The reporting obligations that you are, whether

you are reporting the Class 1 sales that you paid to your farm
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for exenpt quota or for regular quota, that's just to determ ne
how much your plant owes to the pool ?
A, That's correct.
Q Ckay. |If exenpt quota, if a Federal Order were
impl emented in California and exenpt quota was not part of it,
who woul d suffer that |oss?
Qur famly.
Wi ch famly?
The Shehadey famly.
Ri ght, but which entity would suffer that |o0ss?
Ch, the farm woul d.

Ckay. And --

> O >» O » O »F

Bar 20 Dairy farm

Q The famly that owns the plant, would they suffer the
loss from if exenpt quota were not continued?

A, Well, not because of the processing plant, but if they
have ownership, which a nunber of themdo, in the farm
operation also, they would suffer fromthat.

Q Ckay. So only the ones that also had an interest in
the farmwoul d suffer the |0ss?

A, That's where the | oss woul d be.

Q And the ones who have an ownership interest in only,
the fam |y nenbers who have an interest only in the plant, but
not the farm it would be, it would make no difference to thenf

A.  No, because it wouldn't matter who woe bought the m |k
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from and to the processing plant, they are going to pay the
Cass 1 price either as an exenption to the farmor to the
pool. So the cost is the sane froma cost standpoint to the
processi ng pl ant.

Q Thank you.

JUDGE CLIFTON: Are there any other questions for
M. Shehadey? M. English, re-cross?
RECROSS- EXAM NATI ON
BY MR ENGLI SH

Q But there would be, on the, following up directly,
following up directly on the questions from M. Hancock. But
the plant would now, as the plant, be contributing the noney it
Is not presently contributing on that hypothetical 20 percent,
to the pool, correct?

A If -- give nme the scenario.

Q The scenario is Ms. Hancock's scenario, that if the
Federal Order doesn't incorporate exenpt quota and, as she
said, the loss is at the farm I'mfollow ng up and sayi ng but
in addition, the plant which presently pays, in your testinony,
the dass 1 price on those 20 pounds, hypothetically, to Bar 20
Dairy, would have to contribute whatever share there is to the
pool on those 20 pounds even as it contributes on the 80 pounds
t oday, correct?

A W would pay into the pool if we were a nornal producer

w t hout the exemption. And then we would pay Bar 20 the quota
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price for the mlk, as opposed to the Cass 1 price that they
have got all al ong.

Q And that's it. Thank you

JUDGE CLI FTON:  Anything further on that issue,
Ms. Hancock?

MS. HANCOCK: No, thank you.

JUDGE CLI FTON: Thank you. M. Shehadey, now, is there
anything el se you would like to add for our understanding?

MR. SHEHADEY: No, not particularly. Oher than, you know,
it's, | think it's inportant that that the people responsible
to put this together, put together sonething that the producers
would be willing to back. | nean, otherwise it can be a futile
effort. Because you have got to |look at the value of the quota
and what, and the way the banks look at it and the way the
producers look at it and the value to them And if they have
any fear of losing that wthout a legitimte buy out of sone
kind, they won't vote for it. | nean, so it's when | say
futile effort, it will be a waste of tine in the long run. It
woul d be nice to have an inprovenent in what we have nowis
what, why the original proposal was witten.

And the co-ops for three co-ops to work together on
anything is astounding. So to have themwork together on this
for the benefit of their menbers, you know, the good dairy
farmers out there that are working their tails off, I comrend

themon that. And that's why we support the co-op proposal
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because we understand the farner's plight and that we need to
make some changes. Hopefully you can put together a good
program

MR RICHVMVOND: Bill R chmond. Can | just make one
suggestion?

MR SHEHADEY: Sure.

MR RICHMOND: There's a sentence right before the
conclusion part on page 10 that says based on your discussions
with representatives of the co-ops, they would not oppose this.
W would really, it would really help us to see sonething |ike
that in a brief, as to the Cooperatives support of this
proposal .

MR. SHEHADEY: Yeah, okay.

MR. BESHORE: We'll have sone rebuttal.

JUDGE CLI FTON: M. Shehadey, | extend ny personal thanks
to you. W have been hearing about this, you know, since the
very beginning. And not until you, did it begin to have some
clarity. And | appreciate very nuch what you have brought to
t he heari ng.

MR. SHEHADEY: Well, thank you. Qur counsel wanted to put
me on first just because of ny years involved since the outset
of the pool, and understanding of the nmarketplace, so | was
happy to be able to try to explain. | nmean, | could talk for
hours about this business, but | appreciate the opportunity to

speak, and | appreciate your clarification on sone of the
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i ssues as we went through the |anguage to make sure it said
what we were trying to say. So | thank you for your tine.

JUDGE CLI FTON:  You're welconme. Thank you. Al right. |
think it mght be wse to take at |east a stretch break. What
tinme isit?

MR. ENGLI SH:  12:15, your Honor, 12:20. | also thank you,
M. Shehadey, again, for junping in and helping us fill the
gap.

| was going to suggest, | think the court reporter

certainly needs the break. | would think partly because | know
we have some dairy farners comng, it mght make sense to take
like a ten-mnute break and then at |east start with
M. Blaufuss. | know there's some issues | need to discuss
with him so | think we won't get conpletely done and then take
lunch, but | think let's at |east use sone of the tine, say,
get started back at 12:30, and work with himfor a little
while, and then nmaybe take |lunch at either 12:45 or 1:00 and
see how far | get in his exam nation for now

JUDGE CLIFTON: Al right. Let's do that then. It is
12:20. Please be back and ready to go at 12:30.

(Wher eupon, a break was taken.)

JUDGE CLI FTON: W're back on record.

MR, ENG.I SH: So your Honor, we're going to cal
M. Blaufuss back to the stand, and what we have handed out in

the interimare two docunents; one, a revised Table 2, which
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refers to Exhibit 148, but we can talk about its nunber in a
second; and the second docunent | have handed out is Testinony
of Rob Bl aufuss, and | believe everybody shoul d have one.

JUDGE CLIFTON: So raise your hand if you do not have one
of these very colorful one-page chart, and one of these,
Testimony of Rob Bl aufuss, Part 6. You shoul d have one, you
shoul d have each. So do we want to nunber each of them
M. English?

MR ENG.I SH. Yes, and because of the order I'mgoing to go
in, I would prefer to | abel the revised Table 2, first. And |
still think, ny preference would be to go with the next exhibit
nunber, but you coul d concei vably, based upon what we did with
Exhi bit 20, nake this 148(a) if you so desire, but | have no
pref erence.

JUDGE CLIFTON: Al right. | like the idea of making it
148(a) because it either replaces or supplements what 148 has.
So please mark revised Table 2 as Exhibit 148(a).

(Thereafter, Exhibit Nunber 148A, was
mar ked for identification.)

JUDGE CLIFTON: And with regard to the testinony of
Rob Bl aufuss Testinony, Part 6, Ms. Frisius, | would say this
is Exhibit 156. Is that what you have?

M5. FRISIUS: Correct.

JUDGE CLI FTON:  Exhibit 156

(Thereafter, Exhibit Nunmber 156, was
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mar ked for identification.)

MR ENGLISH So for a little theater program before |unch,
we're going to do Exhibit 148(a) first; we're going to go back
to Exhibit 155, just to talk about the numbers for a second,
second; and then we're going to do, read Exhibit 156, and then
I will have additional direct on Exhibit 156, but | propose
that will be nore efficient after |unch.

JUDGE CLI FTON:  Very good. M. Blaufuss, you remain sworn,
woul d you again state and spell your name?

MR. BLAUFUSS: Rob Bl aufuss. B-L-A-UF-US-S

JUDGE CLI FTON: Thank you. M. English, you nay proceed.

DI RECT EXAM NATI ON
BY MR ENGLI SH.

Q Thank you. Good afternoon, M. Blaufuss. |If you'd
turn first to what's been marked as Exhibit 148(a). Wuld you
tell us what this is here for?

A. Yes. So after the questions of yesterday, so this is
revised on table that was included in ny testinony yesterday
fromM. Schaefer, first and forenost, the revisions made was
to reduce the skim percentage fromthe 9 percent to 8.7 to be
reflective of how skim | should have put it in the initial
analysis. And so it would be 8.7 percent SNF instead of 9
percent, and it would be 87.8 percent fluid carrier rather than
87.5. And so the spreadsheets that were provi ded yesterday, |

used the sane math, | just made that adjustment to those two
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cat egori es.

| also nade the adjustnments, as | nentioned yesterday,
ny nonfat dry m |k nmake all owance was too | ow, so | went ahead
and updated that to be reflective of what's in the Dairy
Institute Proposal, as well as adding the additional nake
al owance factor for the butterfat, SNF, other solids, and
protein, adding the .0015 addition to the make al | owance as
wll, as per Proposal 2 that Dr. Schiek wal ked through

Q And rather than burdening the record with the 63 pages
of tables and going through that really fun analysis from
yesterday, what you are giving us is the cliff notes, correct?

A. Correct. Using the same fornulas we wal ked t hrough
just maki ng those adjustnents.

Q So anybody can duplicate it in the same way by buil ding
t he spreadsheet, correct?

A. Correct.

Q So when you do that, what concl usion do you reach?

A.  There's no change in the conclusion. The nunmbers m ght
adjust, adjusted a little bit, but they are still roughly 4
cents a gallon difference when you | ook at a high test versus
low test on a two factor pricing, which is fat and skim and
you shrink that gap significantly when you nove to a three
factor.

Q So on your testinony you had given us the precise

nunbers, so why don't we go through the exact same nunbers. So
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in the upper left hand colum, two factor test for the high
test skim what nunmber do you end up with?

A.  Excuse nme, what nunbers are you --

Q In the upper, I'mlooking at Table 2, and | ooking at
reduced fat, upper left hand corner for two factor, which is
the high, correct? That's the high skinf
Correct.

Ckay. So what nunber do you get?
$1.5973 a gall on.

O > O »F

And if you use the low test for reduced fat, what
nunber do you get?

$1. 6356 per gallon.

And what's the difference?

> O >

3.83 cents per gallon for reduced.

Q And then for the three factor for reduced fat mlk
what nunber do you get?

A.  For the high test | have $1.6925 per gallon, and for
the low test skiml| have $1.69 per gallon.

Q So that's gone from .05 cent difference to .25 cent
di fference, correct?

A, That's correct.

Q Fromyesterday to today?

A, Correct.

Q Is there anything el se you want to tell us about

revised Table 2, Exhibit 148(a)?
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A, No.

Q Ckay.

JUDGE CLI FTON: Let ne ask, since M. Blaufuss hopes to be
gone after today, whether you have created an exhibit to show
us what you got fromthe Market Adm nistrator that you used as
the basis for your spreadsheets? They were e-mail attachments
whi ch gave you your start.

MR BLAUFUSS. Yeah, | have no problemsharing that. |
mean, | think that's data that USDA would, if asked, release
anyway, so if that's something that they w sh, then yes, | can
share those two snapshot files that | was sent.

JUDGE CLIFTON:  Yes. So how would that becone an exhibit
here if M. Blaufuss is |eaving today?

MR ENGISH | don't know. | guess he will provide us the
spreadsheet and we will, he'Il get us an e-mail and we will
sonmehow get it to USDA, or maybe USDA --

JUDGE CLIFTON: It needs to be an exhibit. |If he has the
e-mail and can, with his laptop, send it to sonmebody here, who
could then testify they got it fromhim you will recall the
conversation here, he doesn't want to rel ease his spreadsheet
but --

MR, ENGLISH. No, | know, | amjust trying to think it
through. Just, I'msorry, I'mtrying to think this through.

MR RICHVOND: Bill Richnond, USDA. W absolutely don't

have a problemwth it. | think we would feel a lot better, if
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necessary, having the author of the docunent here, having
sonmeone that could at |east attenpt to explain the nethodol ogy
and what the document attenpted to try to convey. So | think
until we're able to do that --

MR. ENGLI SH: | guess that's what I'mstruggling with, your
Honor, is who should do it. Since |l didn't nake the request, |
wasn't going to suggest that USDA do that, but I'mthinking the
better way, if it can be done, is for USDA to do it, but | was
not going to put themto that burden. But | think it is
probably better than --

MR RICHVOND: W, | think for the time being, we feel
confortable with this.

JUDGE CLIFTON:  And you are pointing to Exhibit 148(a)?

MR RI CHMOND:  Yes.

JUDGE CLIFTON: Al right. And it was M. Mkrantz who
gave you the original spreadsheet; is that correct,

M. Bl aufuss?

MR, BLAUFUSS: Yes, there was two spreadsheets, one for a
two factor, one for a three factor, both of which came from
him yes.

JUDGE CLIFTON: Al right. So | guess if USDA finds it
useful to show the math, even though we don't have
M. Blaufuss' math, the tenplate would be available from
M. Mkrantz, and the USDA could put it on the website.

MR. RICHMOND: Absol utely.
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JUDGE CLIFTON: (kay. Let's leave it at that. Very good.
MR. ENGLI SH: Thank you, your Honor, and thank you for your
flexibility, and thank you, M. Ri chnond.
BY MR ENGLI SH.

Q Al right. So turning to Exhibit 155, first, you were
not the initial author of this document, correct?

A, That is correct.

Q Absolve you of the error. But you have -- you have
| ooked at it and have you verified the information on what is
Exhi bit 155?

A Yes.

Q So just to confirm did you pick the nonth of March
2009 to do this anal ysis?

A. No, the nonths chosen were just the nonths that were
given for the total sales volune for the producer-handl ers.

Q Could you have picked a different nonth?

A. If | had the producer-handler sales volume | could
have.

Q kay. But in other words, there's -- there is
insufficient data in the record for you to select a different
nonth other than March 2009 and August 2015, correct?

A. Correct.

Q Ckay. And that's because the data point that you don't
have, other than for March 2009 and August 2015, is the tota

producer-handler Cass 1 sales nunbers that appear for
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January 1985, March 2009, and August 20157

A, That's correct.

Q Gkay. And none of us have any data in the record for
1985, other than that data point, correct?

A. Correct.

Q So you have already, the analysis for August 2015, is
that identical to the analysis you gave us |ast Friday?

A, That's correct.

Q ay. And the data from March 2009, the out-of-state
G ass 1 sales, is the nunber from where?

A It's fromone of CDFA's exhibits that's in the hearing
record.

Q Gkay. And again, you have now personally | ooked this
over and | ooked at all the docunents and verified that these
numbers are correct?

A, That's correct.

Q Al right. Wy don't you now read your statenent that
is Exhibit 156.

A Ckay.

I ntroduction
| am an appreciative of the work that Proponents of
Proposal 1 perforned with regards to their transportation
credit language. It is clear that the cooperatives spent
considerable time in developing a transportation credit program

for a potential California Federal Order. That said, | would
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like to provide an overview of how the transportation credit
and al | owance program woul d function in Proposal 2 and concerns
| have with parts of the Cooperatives' proposal.

Dairy Institute of California Transportation Credit Proposal

The Dairy Institute of California Federal Order hearing
proposal |anguage with regards to transportation all owances and
credits, largely mrrors that of current California State O der
regul ations. The key difference however is that the DIC
proposal takes into account the differences and the |ocation
value of mlk. Under the Dairy Institute proposal, the current
California transportation credits and all owances woul d be
reduced by the difference in the location differential value of
the plant receiving mlk and the supply area to which it is
serving that market.

In all current Federal Orders, producer pay prices are
adj ust ed based on the location value of the plant to which they
ship to. As an exanple, a producer delivering mlk into a
Cass 1 plant in Los Angeles woul d be paid at the base zone
differential. A producer whose mlk is shipped to a butter
powder plant in Fresno, which is located in a $1.60 per
hundr edwei ght differential zone, would have their blend price
reduced by 50 cents per hundredweight. This difference in the
| ocation value of mlk is a tool which assists in ensuring an
adequate supply of mlk for fluid purposes. Proponents of

Proposal 1 have not included a | ocation adjustment in the
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producer pay prices in their California Federal O der proposal.
Concerns

While | amvery appreciative of the study undertaken by
t he Proponents of Proposal 1 on this issue, | do have sone
concerns with parts of their proposal. These concerns are
addressed bel ow.
1) No producer location differential adjustments. As well as
not including any direct requirenments to serve the Cass 1
mar ket byway of performance standards, the Proponents of
Proposal 1 also do not include plant |ocation adjustments for
producer mlk. Al producers will be paid at the sane rate
regardless if they ship mlk to a Cass 1 plant in Los Angel es,
or if they ship mlk to a butter powder plant in Fresno. This
further reduces a Class 1 plant's ability to track a mlk
supply.
2) The fixed coefficient values used in the conputation of the
transportation payment. In order to calculate the nonthly
transportation all owances, the Cooperatives rely on the fixed
coefficient values calculated in their regression analysis of
2013 data. In time, there is the potential that these
coefficients may not be as predictive in the future as they are
t oday.
3) Using an 8-week average EI A diesel price. The Proponents of
proposal one use an ei ght-week average EIA diesel price to

adj ust the base diesel price in their Transportation Al owance
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Program An eight-week price average could potentially make

the all owance programslow to respond to real time changes in
energy prices. The Southeast and Appal achi an Federal Orders

transportation credit prograns, for exanple, use a four-week

average diesel price to adjust their credit paynment program

| evel s.

JUDGE CLI FTON: W're done?

MR. BLAUFUSS: We're done.

MR ENGISH Well, we're done until | do ny additional
direct. And as a preview of that, are we going to nake sone
changes to the proposal |anguage after lunch, M. Bl aufuss,

W th respect to who and under what circunstances transportation
al | onances and credits can be paid?

MR BLAUFUSS: Yes.

MR. ENGLI SH: Ckay. And does that have to do with the
I ssue of out-of-state mlk?

MR. BLAUFUSS: That's correct.

MR, ENGISH So at this point, your Honor, | do think
subject to two things, | think it is efficient to nove to
lunch. And that is, before lunch I would at |least |ike to nove
t he adm ssion of 148(a) and 155, I'mgoing to hold off on 156
because we haven't had a chance to do additional direct. But |
woul d nove adm ssion of 148(a) and 155 at this tine.

JUDCGE CLI FTON:  And just a nmonment ago when you said what

sounded |i ke 140(a), it was actually 148(a) in your clipped

7119

BARKLEY

TRANSCRIPT OF PROCEEDINGS-VOL. XXXV 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

manner of speaking; is that correct?

MR, ENGLISH. | mght object to the characterization, but
yes, 148(a).

JUDGE CLI FTON: W have got himtrained.

MR. ENGLI SH For 13 seconds.

JUDCGE CLI FTON: Does anyone wi sh to question M. Bl aufuss
bef ore determ ni ng whet her you have any objection to the
adm ssion into evidence of Exhibit 148(a)? No one. Are there
any objections to the adm ssion into evidence of
Exhibit 148(a)? There are none. Exhibit 148(a) is admtted
into evidence.

(Thereafter, Exhibit Nunber 148(a), was
received into evidence.)

JUDGE CLIFTON: Wth regard to Exhibit 155, does anyone
wi sh to question M. Blaufuss before determ ning whether you
obj ect ?

M5. FRISIUS: Your Honor, it is 156, not 155. 155 was the
corrections that are --

MR. ENGLISH: That's the one we're looking at, I'msorry.

M5. FRISIUS: Sorry, 155 you want marked?

JUDGE CLIFTON: So 155 should | ook Iike this.

M5. FRISIUS: So you don't want 156, his testinony?

MR. ENGLI SH: Not at the noment. | apologize. |'m going
to hold of f because we're going to do additional direct. What

I'masking for, Ms. Frisius, is the adm ssion of Exhibit 155,
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which is the corrected version of Exhibit 154, and in case
anybody is wondering, we are not offering 154, it wll be
mar ked.

JUDGE CLI FTON: But thank you, Ms. Frisius, |'mglad you
are paying close attention. So Ms. Hancock?

MS. HANCOCK: | just have a couple of questions in aid of
expl ori ng whether | have an objection, | guess.

VA R DI RE EXAM NATI ON

BY MS. HANCOCK

Q M. Blaufuss, on Exhibit 155, at the top of the page
there's sone charting there and it shows a tota
producer-handler Cass 1 sales. Do you see that?

A | do.

Q And then there's volunes that are assigned for January
of '85, March of 2009, and August of 2005?

A, 2015.

Q 2015, I'msorry. Thank you. |Is that otherw se
correct?

A Yes.

Q And in March of 2009 it shows that the tota
producer-handler Cass 1 sales were 120, 242, 049.

A 120 mllion.

Q | was trying to read slow, and I kind of lost track
120, 242, 0497

A Yes.
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Q And then August of 2015 is 120, 546, 7547

A, That's correct.

Q Gkay. So are those the nunbers that you used to factor
into, on the bottom your California PD Cass 1 percent change?

A Are you, I'mtrying to figure out which nunber you are
| ooki ng at.

Q Nowl'mat the very bottomof your calculations. What
I"'mtrying to figure out is whether those two nunbers that |
just read you in March of 2009 and August of 2015 are at al
factored into what you have on the bottom chart.

A Yes.

Q \ere are they reflected?

A, So if you are | ooking at the March 2009, you are going
to take that 120,242,049 divided by the 584,942,733 and that's
how you should land at the 20.55 percent.

Q Gkay. And then the sane for August of 2015, you have
taken that 120 mllion nunber and divided it by the 503 mllion
number ?

A, That's correct.

Q And so -- and so fromthat, then, you have created the
two percentages that are below that as well? The 20 .55
percent, those are the results of that division that you did?

A So I'Il guess I'll start with the negative 14 percent,
that's just looking at the 5 --

Q Hold on one second, |I'mnot there yet, you got to go
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slow for me. Wat |'mtrying to figure out is, so for, let's
back up. For March of 2009, you took the 120,242,049 divided
by the 584 mllion number to get your percentage? Your 20
per cent ?

A, The 20.55 yes, the math that we wal ked t hrough.

Q kay. And then August 2015 you did the same thing to
get your 23.96 percent, right?

A. Correct.

Q And then you have subtracted the difference between
those two to come up with the difference or to total the
producer-distributor Cass 1 percent change?

A It's, | believe, a share change. So, in this case, you
| ook at March 2009, it was 20.55 percent of the dass 1 market,
and in August 2015 it was a 23.9, 23.96 percent share of the
Cass 1 market. And so the difference between that 23.96
percent and the 20.55 percent equals that 3.41 percent.

Q Gkay. So that 3.41 percent you are, you are point
there is just to say it is a share of market? An increase in
the share of narket?

A, That's what that percent difference would be, yes.

Q Gkay. But to figure out the percent of change in
there, actual producer-handler Cass 1 sales, you would just
conpare the 120 mllion nunber; is that right?

A.  The actual pounds on the sales growh you take X2 m nus

X1 over X1. So X2 would be August 2015 sales data, X1 in this
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case woul d be March 2009, and then you divide that by the March
2009 sales, and that woul d be your sal es vol ume percent change.

Q kay. And if | have done ny math right, that is a .25
percent change; is that right?

A Yes.

Q Ckay. And you would agree that this 3.41 percent
change in the percentage of the pool is largely attributed to
the difference in how nmuch out-of-state mlk was comng in?

A, That's the data that's laid out by CDOFA, so that's
representative of here's the total Cass 1 sales.

Q Is that a yes?

A, I'mnot sure what the question was, but |'m]looking at
it hereis the Class 1 volune for both nonths.

JUDGE CLI FTON: M. Blaufuss, just look up at the
out-of-state Cass 1, |ook at the volune for March 2009, and
t he volunme for August 2015.

MR, BLAUFUSS:  Uh- huh.

JUDGE CLIFTON: Al right? So ask your question again
Ms. Hancock.
BY MS. HANCOCK

Q So ny question to you, M. Blaufuss, is that difference
in the percent of the producer-handl er share of the market that
you have reflected between March of 2009 and August of 2015, is
largely attributed to the difference in the out-of-state

G ass 1 nunbers that are noted there?
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MR. ENGLI SH: Objection, your Honor, |'mnot sure what the
word largely neans. |f she nmeans majority, she's not right.
Because it's 81 mllion pound difference of 35, so 35 would be
| ess than nmajority, so maybe it would help her to, help if she
woul d define what largely nmeans. | also think we have strayed
beyond voir dire, your Honor, in the cross-exam nation.

JUDGE CLIFTON: No, this is proper, she is trying to
det erm ne whether she objects to the adm ssion of this
docurment. So, M. Blaufuss, you may respond to her question.

MR. BLAUFUSS: Let ne do sone quick math here. If |I'm
| ooking at the difference, and | would agree with what
M. English said, if we're looking at the difference between
out-of-state Cass 1 between March of 2009 and August of 2015,
we're |ooking at roughly a 34 mllion pound difference. W'l
call it 34 and a half to be easy math. The total difference in
the dass 1 sales was roughly 82 mllion pounds so that doesn't
even equal half. So yes, it's played a factor, but just to say
it was a majority factor | wouldn't agree with that
characterization.

BY MS. HANCOCK

Q Ckay. But it is a factor, then, that affects the
nunber, right? Because it -- it shrinks by 30,000 or whatever,
30 mllion?

A Yes.

Q Gkay. And then the other conponent to the difference

7125

BARKLEY

TRANSCRIPT OF PROCEEDINGS-VOL. XXXV 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

in the change in the percentage of the total pool is just the
amount that is actually pooled as a whole for ass 1 plant?

A, There's been a | oss of sales in California.

Q Gkay. But you had to kind of back out of that
cal cul ati on by kind of breaking down the fat and solids nonfat
to factor that; is that right?

A. To figure out the pounds of pool Cass 1?

Q That's correct, for March of 2009?

A. | nean, that's the pounds that were in the pool per
CDFA Exhibit, it's already been introduced in the hearing.

Q | guess, your Honor, | would object on the grounds that
| think it is msrepresentative of what they have offered it
for. And for what they offered it for was in the testinony of
M. Shehadey. Further, | would nove to strike to the extent
that they have asked M. Shehadey about these numbers and
represented it to be sonmething different than what this
actually reflects. | think that when they were proposing the
nunbers to him they were tal king about, and M. Shehadey was
tal ki ng about, the sales remaining flat, he was tal king about
the total sales of the producer-handl er which have, in fact,
remai ned flat at .25 percent, and the difference in the change
conpared to the pool is not at all attributed to the
producer-handl ers, but in fact, changes to the out-of-state
mar ket and the pool itself. So that's the basis for ny

objection to this docunent and the basis of ny notion to strike
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or to the extent that they discussed this with M. Shehadey.

MR. ENGLI SH:  Your Honor, Chip English.

JUDGE CLIFTON: Wait, let me hear fromM. English first,
and then let me here from--

JUDGE CLI FTON: Okay. M. Beshore.

MR. BESHORE: Well, | just wanted to join in, | think this
is probably stated by Ms. Hancock, but on 155, the two nunbers
at the bottom mnus 14 and plus 3.1, are |abeled as identical,
but they are not identical. One is a share percentage the
other is a volunme percentage conparison, and there's been
testinony to that. But | think that nakes it quite m sl eading.

JUDGE CLIFTON:. CGo -- don't leave. GCkay. So when we're
| ooking, let's look first at the producer-distributor percent
change.

MR BESHORE: Yes.

JUDGE CLIFTON:  So --

MR. BESHORE: That's a narket share percent change.

JUDGE CLI FTON:  Yes, correct.

MR, BESHORE: And it's not a volume percent change. The 14
is a volume percent change. They are two different ratios
| abeled as if they are conparative rati os.

JUDGE CLI FTON:  You know, you are anazing, M. Beshore,
thank you. M. English?

MR ENGLISH | think we can explain the label and it's

bei ng expl ained as we go along. And then we can call that, you
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know, a share. The fact of the matter is, your Honor, that
what Exhi bit 155 denonstrates, and it doesn't natter whether
the mlk conmes fromout-of-state. First, M. Blaufuss is the
point to cone up with a total Class 1 sales in California?

MR, BLAUFUSS: Correct. Qut-of-state mlk comng in as
O ass 1, the exenpt pounds, and then just the total pooled
Cass 1 is supposed to be representative of the total Cass 1
in the State of California.

MR ENGLISH So if you left out the out-of-state Cass 1
sales for either or both nonths, would you be properly
representing the total sales of Cass 1?

MR, BLAUFUSS: No, no, | would not.

MR ENG.ISH So the fact of the matter is, that what the
14.01 percent is, is a drop from March 2009 to August 2015,
correct?

MR. BLAUFUSS: That's correct.

MR, ENGLISH. Ckay. And we can call it a share, your
Honor, so we can nodify the exhibit to call it a share, that
nonet hel ess, the share that the producer-distributors have of
G ass 1 over that period has changed. So I woul d propose that
we say if that's what people say it is, and | don't disagree,
think it wasn't intended to be, to say otherwise, but if it's
the share of dass 1 producer-distributor change, then I woul d
say that corrects any msperception, and it is the case that

t hat share has gone up from 20.55 to 23. 96.
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JUDGE CLIFTON: Al right. So | propose then, and |'m
going to ask M. Blaufuss if he agrees with this. The words at
the very bottom of Exhibit 155 that now say, "California
producer-distributor Class 1 percent,” no, "C ass 1, percent
change,” | woul d add, "of market share". Wuld that be
accurate, M. Bl aufuss?

MR BLAUFUSS: Yes.

JUDGE CLIFTON:. Al right. So I'mgoing to add that, and
I'mgoing to ask Ms. Frisius to add that on the record copy.
So after the word "change" we add "of narket share". So
there's a, there is Gass 1, and I'mgoing to ask her to put a
comma after Class 1. So it's Cass 1, and then the percent is
a percent change of market share. Al right.

Now, let's |look at the nunber just above that. That's
also Class 1, and so |I'mgoing to propose, M. Blaufuss, that
we put a comma after the 1, Cass 1, and then add sonething to
expl ain what the percentage change is of. And M. Bl aufuss,
what should we call it?

MR, BLAUFUSS: CA Cass 1 percent change vol une share or
vol ume sal es.

JUDGE CLI FTON: Gkay. M. English, is that satisfactory to
you?

MR, ENGISH That is satisfactory to ne.

JUDCGE CLI FTON: That's called change of vol unme sal es.

MR. BLAUFUSS: O sales volune, however you want to wite
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JUDGE CLIFTON: Let's call it sales volunme, thank you.
Change of sales volune. Okay. M. Frisius, on the record copy
| want you to put a comma after the 1, on California Class 1
comma, percent change of sales volune. Al right.

So the way that will read, those |ast two categories,
say, "California Cass 1, percent change of sales volune," and
the next line down says, "California producer-distributor”
which is shown as P-D, "Class 1 percent share of narket share.”

MR. ENGLI SH: And, your Honor, | would like to bifurcate
and deal with the exhibit first and then deal with the notion
to strike, because |I think that will take us longer. If we
can't bifurcate it, we can't bifurcate it. It is to strike the
testimony of M. Shehadey as it relates to the exhibit.

JUDGE CLIFTON: Well, okay. Let me just conment on that.
The reason we have Exhibit 154 identified and therefore, in the
record, is that the witness testified fromit. And his
testinony related to it, until today. And so it will remain in
the record, but I understand why M. English is not nmoving its
adm ssion, it has flaws. So the identified Exhibit 154 remains
in the record, and anyone can look at it as part of what, well,
as, when M. Shehadey is asked to | ook at Exhibit 154, this is
what he | ooked at.

All right. Now, with regard to 155, M. English, you

may conti nue.
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MR ENGLISH Al right. | believe that, the fact at this
point the exhibit is properly labeled, it is identified where
the data cones from and | think it should be admtted. And it
shows precisely that, even as Cass 1 sales have dropped in
California, the market share for one group of entities and
maybe others, but for this group of entities has gone up.
That's what it shows, that's what it's intended show, and
think it is admissible.

As to the further notion to strike testinony related to
it or 154, | don't think it's a fair representation
M. Shehadey did not understand that what we were tal king about
at | east generally, was the concept that producer-handlers had
grown in relative market share as to others. And he certainly
found a way to answer the question nore than adequately, and if
you are going to strike any portion of the testinony, you then
have to strike all of it, including his explanation. So
think that the fair reading is that it all should cone in. |
think he nore than adequately explained in his view of why the
mar ket s have changed.

JUDGE CLIFTON: W had -- let me tell you what | think the
significance of Exhibit 155 is. W had previously had
testinmony, and it may have been from M. Blaufuss, | don't
recall, that nade us focus on the difference between saying the
producer - handl ers, the producer-distributors, share of the

California sales is rather mnimal. And we had had testinony
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that said, but if you ook at the Class 1 fluid sales, it's not
mnimal. And so, for exanple, when we | ook at page 7 of
Exhi bit 152, M. Shehadey's testinony, the percentages that he
is indicating there, include bullet points that tal k about the
total pooled mlk in California, saying that the exenpt quota
is calculated in the total pool and then deducted, and that
| ooks quite minimal in his statistic, 0.65 percent, less than a
one percent figure, he gives. So to ne, that then, is in
contrast with both the prior evidence about, |ook at the
Cass 1 fluid sales. Look at that.

And that is enphasized again in this Exhibit, Exhibit
155. So | certainly amnot going to strike it. | think it has
value, and | think that M. Shehadey had ampl e opportunity to
di scuss all of the issues, including how producer-distributors
serve and maintain their custoners, and how they added, in
fact, mlk when mlk couldn't find a hone el sewhere. So |
think that all goes together nicely, in my opinion, and |'m not
going to strike it.

| will hear any other further objection, and
M. English, 1'Il hear anything further you want to add at this
point. No. Any further objection? Al right. So | admt
into evidence, over objection, Exhibit 155.

(Thereafter, Exhibit Nunber 155, was

received into evidence.)

JUDGE CLIFTON: Al right. Now, |unch.
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MR. ENGLI SH: Precisely.
JUDGE CLIFTON: Let's be back and ready to go at 2:30. W
go off record at 1:16.
(Wher eupon, the lunch recess was taken.)
---000---
7133
BARKLEY]

TRANSCRIPT OF PROCEEDINGS-VOL. XXXV

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 11, 2015 -- AFTERNOON SESSI ON

JUDGE CLIFTON:. We're back on record at 2:30. M. English?

MR. ENGLISH. Chip English. Thank you, your Honor.
don't have a lot of questions for additional direct, but if
peopl e coul d have Exhibit 1 handy, and this is a discussion on,
the overal |l discussion is on pages 47230 and 47231

CONTI NUED DI RECT EXAM NATI ON

BY MR ENGLI SH.

Q Do you, on behalf of the Dairy Institute, have any
proposed nodifications with respect to transportation
al  onances, M. Bl aufuss?

A Yes.

Q Gkay. And what is the purpose of the nodifications?

A To include mlk that is being pooled that's outside the
State of California to be eligible to receive the
transportati on all owances.

Q So for that purpose, do you have | anguage to offer and
woul d you tell us the first place where it would be offered?

A. So in Section 1051.55.

Q W're going to be on page 47231, but he's carrying over
from 47230, paragraph B(2)(iii), does that help?

A.  Yes, sorry.

Q So thisis onthe first colum, on the left, that is on
the left hand col um of 47231?

A. Correct.
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Q Ckay. So where would you insert |anguage?

JUDGE CLIFTON: First, read for us what you're | ooking at
before you tell us what you would insert.

MR ENGLISH. Well, that's what | was asking himto do,
your Honor. | was asking himwhere in 3 little i he would
insert |anguage, then we're going to have himread the | anguage
that he's going to insert.

JUDGE CLIFTON: Onh, okay. |In order to make sure we're al
| ooki ng at what he's looking at, | would like for himto at
| east begin to read how it |ooks now. Ckay. And first of all,
M. Blaufuss, what is the page nunber that you are going to
read fromin Exhibit 1?

MR BLAUFUSS: It would be 47231.

JUDGE CLIFTON: Al right. And start it out for us so we
can see if we're looking at the sane thing you are | ooking at.

MR, BLAUFUSS: Correct. So in 3 little i, and the first
sentence says, "for plants located in the located, |ocated in
| ocated in the Southern California."

JUDGE CLI FTON: Yeah, that's what it says. Yeah. Soit's
good we're revising it.

MR. ENGLI SH. More changes than we thought.

JUDGE CLIFTON: Gkay. So | think everybody's there. So
when he says 3 little i, he's talking about (iii) all right.

MR. ENGLISH: So for plants |ocated, and then strike in the

| ocat ed.
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JUDGE CLIFTON: So M. English, you may ask your next

guestion now.

BY MR ENG.I SH:

Q Wwll, why don't we -- well, because it's going to --

we're going to change it. So would you read it, the first

clause as it should read, M. Blaufuss, for plants.

A.  For plants located in the Southern California receiving

area consisting of the counties of Los Angeles, O ange,

Ri versi de, San Bernardino, San Di ego, and Ventura Counties

receiving mlk fromcounties other than R verside or

San Bernardino -- and we would insert "or fromoutside the

mar keting area".

Q Sotheinsert that we're going to ask you is going to

be the same | anguage that we insert in several locations; is

that correct, sir?
A. That's correct.
And the | anguage again is, slowy?

Q
A O fromoutside the marketing area.
Q

Ckay. And it looks |ike we sonehow nanaged to have the

sanme error of extra language in each of these sections,

so each

of them should read, for plants |ocated in the, once, correct?

So we don't have located in the twce, correct?

A. That's correct.

Q kay. So 3 little i, so where else would you make this

change?
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A. In Section iv.

Q O four in the hole? And where would that change go in

t hat one?

A, It would be inserted, so | guess I'll just read the
sentence, "for plants located in the Bay Area receiving area
consisting of the counties of Al aneda, Contra Costa,

Santa Clara, Santa Cruz, San Francisco, and San Mateo,
receiving mlk delivered fromany county,” and then | woul d
insert "or fromoutside the narketing area".

Q kay. And where is the next change?

A In part |ower case v.

Q And is the same | anguage?

A. Correct.

Q And so could you read that clause with the added
| anguage in 5 in the hol e?

A.  Yeah, for plants located in the North Bay receiving

area consisting of the counties of Marin, Napa, Solano, Sonona,

receiving mlk delivered fromany county or from outside the
mar keting area.

Q Ckay. And finally, do you have one nore change?
Lower case vi.
Vi ?
That's what | said.

All right. So for 6 in the hole, yes?

> O > O »F

Yes.
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Q Could you read the | anguage as it should read?

A. For plants located in the Sacranmento receiving area
consisting of Sacramento County, receiving mlk delivered from
any county, and follow ng that insert "or fromoutside the
mar keting area".

Q kay. |Is that all the changes you have to offer?

A Yes.

Q Okay. Your Honor, at this time | call for adm ssion of
Exhibit 156 and make the wi tness available for
Cross-exam nati on.

JUDCGE CLI FTON: Does anyone wi sh to question M. Bl aufuss
about his testinony with regard to Exhibit 156 before
det erm ni ng whet her you object? No one. Are there any
objections to the adm ssion into evidence of Exhibit 1567?
There are none. Exhibit 156 is admtted into evidence.
(Thereafter, Exhibit Nunmber 156, was
received into evidence.)
JUDGE CLI FTON: Wio woul d |ike to begin the questioning of
M. Blaufuss? This is your |ast chance, this hearing.
M. Beshore?
CROSS- EXAM NATI ON
BY MR BESHORE:

Q Thank you. Marvin Beshore. | would not pass up the
| ast chance.
Wth the -- let me ask you. Start with the discussion
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on page 1 of your testinony, on Dairy Institute Proposal. So
does the Dairy Institute Proposal retain all three, three
provi sions for movenment of mlk or relating to the |ocation of
which mlk is delivered, relating to conpensation for getting
mlk to certain locations, that is |location values for

del ivered prices, transportation credits, and transportation
al | onances?

A.  Yes, that's mny understandi ng.

Q Ckay. So unless | mssed it, you didn't talk about the
transportation credits at all. Wat's that about?

A. | focused on the allowances. |'ma Dairy Institute
nmenber but |I'malso here for Dean Foods. Dairy Institute
proposal still calls the transportation credits, but | didn't
really discuss it in any form

Q Do you know why it's in the proposal?

A. | believe that's what we agreed to as a group and
that's what ultimately Dairy Institute decided to put in their
pr oposal .

Q Ckay. Do you know anything nore than that, about what
function those credits serve or are intended, why they are
I ntended to be there?

A. Cenerally, | believe the credit systemis neant to help
move mlk fromplant to plant.

Q And why would plant to plant, why should the pool pay

for novenents fromplant to plant?
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A. | believe we just maintained California, current
California regulations in the proposal.

Q Gkay. You don't know anything nore about why they are
needed?

A, No.

Q Ckay. So the location value, location differential
zone differential paynent system let's talk about that a
little bit.

And let's, just for purposes of discussion, talk about
plants in Southern California, the $2.10 zone, which Dean Foods
has two fluid plants in that area, right?

A, That's correct.

Q So when you, under Proposal 2, you have a systemthat
provi des a hi gher blend price payment out of the pool for all
del iveries of producer mlk to those |ocations, correct?

A.  Correct, because $2.10 is the highest zone in the state
of California.

Q So that $2.10 is payable irrespective of the distance
fromwhich the mlk travels to the plants, correct?

A, That's correct.

Q So that within, you know, within the $2.10 zone, there
could be mlk novenents that, well, are there mlk novenents
within the zone that get the differential only or do they all
get a differential plus an allowance?

A. | believe fromlooking at our mle brackets, we are
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reducing, we're reflecting the fact that if mlk is comng from
Fresno, where it is 50 cents difference, you are relatively
subtracting that value off of what is currently in the CDFA
regul ations for the current allowance.

Q kay. So are the allowance anounts in Proposal 2, the
current CDFA al |l owance amounts | ess sone value related to the
| ocation differential grid?

A. Gven that the regulations obviously call for mlk to
come fromnultiple counties or different counties, | believe
there was sone averagi ng based on the differences in some of
those counties and what their differential value was to go into
sonme of those Southern California facilities. So to say, |
can't sit here and say that it is a one for one subtraction,
there was a little bit of average to bundle the groupings of
counties as they are laid out in the proposal.

Q Does your, does Proposal 2, what's the, there are
non-Cass 1 plants in the $2.10 zone, correct? Are you aware
of that?

A | don't have the plant list in front of me, but it
woul dn't surprise ne.

Q Ckay. Well, there have been a couple of w tnesses from
Dairy Institute, a couple of cheese plant operators that are in
the Southern California area as | recall.

Do you remnenber that?

A, Yes.
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Q Ckay. So -- so you have got cheese plants down in the
$2.10 zone. If milk's delivered to those plants, it will be
entitled to the same blend price as mlk delivered to the
Cass 1 plants in the sanme zone, correct?

A, That's correct.

Q And that would represent, you know, a cost to the pool,
correct? In that they are going to draw $2.10, draw a bl end
price out of the pool based on the $2.10 zone, sanme as the
G ass 1?

A. Correct. If they are in that same zone, base zone
differential, they would have the sane bl end price.

Q So one of the differences between Proposal 1 and
Proposal 2 is that in your, in the deficit zones, the
Non-Class 1 or 2 facilities do not draw additional value out of
the pool. Wuld you agree with that, as you understand
Proposal 1 and 27

A. Sorry, could you restate that?

Q Ckay. So let me just, you talk about Proposal 1, so |
think transportation credits under Proposal 1, so |I'm assum ng
you have got a basic working understanding of --

A.  Yeah, are we talking allowances or credits?

Q Wll, we're talking about what you call allowance and
what we call credit.

A, Ckay. So | can see where, how we're confused here.

Q Gkay. So Proposal 1 has, does not propose continuing

7142
TRANSCRIPT OF PROCEEDINGS-VOL. XXXV BARKLEY




© 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

what's call ed, what you call, what Proposal 2 calls the
transportation credit program okay?

A Ckay.

Q Gkay. So | don't know what we want to call them we'l
call themtransportation/credits or sonething.

A Yep, | got it in my notes. There will be no further
confusion of the terns.

Q (Gkay. Good. So one of the differences, and you know,

a basic difference between the way Proposal 1's system of
conpensating mlk for moving to Class 1 is that, under

Proposal 1 we'd only conpensate novement to Class 1 or 2 plants
in our system You understand that?

A Yes, | believe that to be true.

Q kay. \Whereas under Proposal 2, working with the blend
paynents payable to all plants in the deficit zones, in
essence, you are going to be taking nmoney out of the blend
price pool for movenents to the Cass 3 or 4 plants in that
zone, correct?

A | would say we carry forward the rules and regul ati ons
that are found in other Federal Orders, in that the plants,
dependi ng on where they are |ocated and the base differentia
zones, that will be the paynent they are allowed to take out in
the blend price. So if they are a price point that's below the
base zone differential, then they will have a negative nunber

on their blend cal cul ation.
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Q And if they are in a plus zone they woul d have a
posi tive nunber?

A Yeah, and | think that was some of the math I worked
through ny first tine up, was sonme of that Cass 2 condensed
nunbers and adj usting those blend prices.

Q kay. But just so it's clear for the record, one of
the aspects of the |ocation price systemis that it prices al
mlk in that |ocation zone, whether it be Cass 1, Cass 2,

G ass 3 or Class 47?

A, That's correct.

Q kay. Okay. So let ne -- the nodifications to your
proposal, Proposal 2, to provide for paynent of out-of-state
mlk or out of marketing area mlk, is the rate to be the
hi ghest rate that you have or what would the rate be?

A It would be the rate, whatever bracket they fit into.
So | would assune if mlk's comng fromoutside of the state,
assumng the plant's in the Central part of California or the
Coast, it would probably be fitting in the top category of
m | es bracket.

Q Ckay. So noving to your comrents on on Proposal 1, and
we appreciate your appreciation, of course. On the fixed
coefficient number, of course that could be changed if need be

by, you know, by a hearing and an anmendnent, of course, right?

A, Certainly. Yeah, | nean, I'mjust raising it as a
potential concern. |It's not sonething that | have a nmgjor
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i ssue W th.

Q Gkay. |If cost did go up and with that fixed
coefficient, the additional cost would fall on the, you know,
on the handl er supplying the mlk, as opposed to the pool. |
mean, this is something that basically you would be, with the
fixed coefficient, your reinbursement is going to be subject to
that fixed coefficient. |If costs went up, you woul dn't have an
adjustment in there to change it automatically, and the handl er
woul d -- woul d have, woul d bear the cost if they went up?

A, And by handler, do you mean plant or the reporting, the
person reporting the producer mlk.

Q Wll, I nmeant the handler that would be able to capture
the transportation allowance/credit?

A So if there would be the adjustnent, yeah, that woul d,
it would either be adjusted higher or |ower, depending
ultimately how it was adjusted and what happened with the
energy prices.

Q Ckay. But setting aside energy prices, if, because it
is a fixed coefficient you don't get an additiona
rei mbur sement, even though general cost of transportation had
gone up, that's going to fall on whoever's responsible for
t hose costs, right?

A. | believe that's true, yes.

Q kay. And with respect to the noving average on the

fuel adjustment. You suggest a four week, we proposed an eight
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week. One of the basic difference there is just how, to what
extent spikes in short termnovenents in prices up or down are
reflected in the short-termin the reinbursenent, correct?

A. Correct. Yeah, you are using a longer sort of
ei ght -week average conpared to a four, so it should flatten out
the spikes. And all things being equal, eventually you will be
made whole in that transaction. | just noted to say that eight
week is longer than what's been in other Orders, not that
there's, you know, it creates undue pressure on fol ks from
usi ng ei ght week versus four.

Q But if it, if one of the thoughts was that it would
snmooth it out a little bit, you would agree that it would, and
that it would eventually roll in whatever the price novenents
wer e?

A, Yeah, froma pure theory basis, yeah, that's how it
should work. The nunber will eventually get caught up in the
aver age.

Q ay. You have a provision in Proposal 2, it's
10.55(c), it says, "the credit rates, transportation allowances
and credit rates shall be increased or decreased by the MNarket
Adm nistrator to reflect per hundredwei ght changes in the
actual transportation cost as published by the California
Departnent of Food and Agriculture and its hauling rates
survey. "

| didn't hear you testinony about that, but is that
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still part of the proposal?

A. | Dbelieve so.

Q Do you have any other conments for the record about,
you know, what, you know, what data from what cost studies
woul d be used by the Market Adm nistrator, whether there would
be any notice and comrent before they were changed, or whet her
there was a | ockstep change, what our base is? Do you have
anything nore to offer on how that's supposed to work?

A, Not outside what's witten in part (c).

Q kay. That's all | have right now. Thank you,
M. Bl aufuss.

JUDGE CLI FTON:  Wo next has questions? M. Hancock
CROSS- EXAM NATI ON

BY MS. HANCOCK

Q Cood afternoon. Nicole Hancock

The changes that you nmade to allow out-of-state mlk to

receive transportation allowances or to qualify for
transportation allowances, can you tell me why it is that you
deci ded to make that change?

A Yeah, | think it keeps with what | tal ked about with
fortification. |It's nmy opinion and the Dairy Institute's
opinion, that if that mlk is in the pool and it's fully pool ed
and fully regulated, then it should enjoy the sanme benefits of
other mlk that's in the pool, be it fortification or

transportation.
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Q So how does that inpact or does it impact, the
treatment for out-of-state producers' ability to participate in
t he quota paynent plan under Proposal 2?

A. | don't know. Speaking froma quota perspective, just
fromwhat | just said, if it's fully pooled and fully
regul ated, they would enjoy the same benefits. But if it's
mlk that isn't being pooled, then they would not enjoy having
fortification or transportation credits or allowances,
dependi ng on how you use the term

Q So as you, and | recognize that you are not the quota
person, | amjust -- as you sit here, are you aware of any
changes that proposal, that are being nade to Proposal Nunber 2
W th respect to who can participate in the quota, in the quota
progran?

A | don't believe we have adjusted our quota from what we
have di scussed with, what Dr. Schiek discussed and what was in
t he proposal.

Q Ckay. Thank you.

JUDGE CLI FTON: What other questions are there for
M. Blaufuss? M. Vandenheuvel ?
CROSS- EXAM NATI ON
BY MR VANDENHEUVEL:
Q Cood afternoon.
A CGood afternoon.

Q Rob Vandenheuvel, M Ik Producers Council. Just a
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couple clarifying questions, M. Bl aufuss.

Follow ng up on M. Beshore's question about
Provision C of that section relating to future adjustnments, and
| got distracted for mnute so if I'mcovering sonething he
al ready asked you -- this statement indicates that "the
allowance in credit rate shall be increased or decreased by the
Mar ket Adm nistrator to reflect per hundredwei ght changes in
the actual transportation costs.”

Is it intended that that's kind of vague in its
application, that the Secretary would have flexibility? And
the reason | ask is because these, the hauling rate survey that
Is noted in that |anguage does not, it does not aimto try to
say what a transportation allowance or credit shoul d be, but
rather what rates are fromdifferent |ocations and different
mleages. So is it purposely vague in howit's witten?

A. | can only say what | told M. Beshore. | really have
no ot her explanation or nore details | can offer outside what's
witten in the | anguage.

Q Have you participated in a CDFA hearing in the past
where they set these allowance rates in the brackets?

A, No, | haven't participated in any CDFA hearings.

Q Gkay. Thank you. Al right. 1In general, in your
experience, who pays the hauling costs of transporting mlk
fromthe farmto the plant, in this case, a ass 1 plant that

woul d be eligible for these transportation all owances or
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credits?

A. Sonetimes that transaction is picked up by the plant,
nost of the tinmes it is picked up, borne onto the cost of the
producer, as | understand it.

Q As you understand it. The |anguage of Proposal 2,
Section 1055, or 1051.55(b) is, contains the provisions related
to the Transportation Al owance Program just making sure |'m
| ooking at the right place, correct?

A Yeah, (b) would be the all owances.

Q So if I'mlooking here, it appears that (b) starts,
"each handl er operating an eligible pool plant and the handl er
that transfers or diverts bulk mlk froma pool plant to an
el i gi bl e pool plant, and each handl er described in 1051.9(c) or
1051.9(d) that delivers producer --

JUDGE CLI FTON: Just to be clear, M. Vandenheuvel,
1051.9(c) ?

MR VANDENHEUVEL: Yes.

JUDGE CLIFTON: O 1051.9(d)?

MR. VANDENHEUVEL: Yes. |I'msorry, shorthand there.
BY MR VANDENHEUVEL:

Q So | guess ny point, rather than reading Federa
Regi ster |anguage into the record, ny point is that this
al  owance applies to a handler that's either purchasing mlk or
responsible for delivering mlk to a, to a pooled handl er that

neets the definitions of this section, that woul d be who gets
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credit for the transportation allowance?

A Yes. So it would be a 9(c), 1051.9(c), 1051.9(d) and
then a pool plant, | nean, there's the |anguage, so "eligible
pool plant, handler transfers or diverts bulk mlk to a pool
plant to other eligible pool plants that woul d be available to
receive that credit for that allowance,” or however you want to
use the term

Q Gkay. And 1051.9(c), those are cooperatives?

A, That is correct.

Q Ckay. Does Dean Foods buy all of its mlk supply from
cooperatives in California?

A No.

Q So there are independent shippers that Dean Foods has a
relationship wth?

A. That's correct. And | have testified to such in
conplete Part 1.

Q Gkay. Under a scenario where Dean Foods purchases m Kk
direct froma dairy farmer who receives the credit or the
al lowance in this case, who -- what -- to what is that
al  owance applied? Is it directly to the producer or is it on
the plant's obligation to the pool, or the plant's accounting
to the pool?

A | believe as it's been described to nme, that would go
to the producer, or at least that's ny understanding.

Q You are aware that is howit is in currently in
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California, that mlk is, or that those dollars are sent to the

producer ?
A.  Yes.
Q Ckay. | don't see in this section where that is, so iIs

there in another section where there's an obligation fromthe,
an obligation for the pool plant to pass along those
transportation allowance dollars to their direct shipper, in
order to mirror what's currently going on in California? Mybe
it is another section.

A Sorry, I'mjust trying to read to see here.

Q Ckay.

JUDGE CLIFTON: And for the record, this discussion has
been on Exhibit 1, page 47230, the third col um.

MR, BLAUFUSS: | don't see where that |anguage is included,
but it would be ny understanding that that would be a change
that we would be wlling to make to be reflective of what's in
current regul ations.

BY MR VANDENHEUVEL:

Q Ckay. So it is the Dairy Institute's position, as you
understand it, that these transportation allowances in the case
where a Cooperative is not involved in the transaction, that
that nmoney would, in fact, be directly, it would be passed
t hrough the handl er of the pool plant to its direct shipper?

A, That's ny understandi ng how the California systemworks

today, and that's how we would intend that to be in our
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pr oposal .

Q Al right. Wth that understanding, | can't say | see
that in the proposal, and so perhaps another w tness, since,
you know, your availability is limted, could provide
addi tional testinmony at sone point, because it doesn't, at this
point | don't seeit, and it's -- it's difficult to assess
whether I'mdone with this issue unless it is very clear in the
| anguage. So with that caveat, | don't have anynore questions
at this tinme.

JUDCGE CLI FTON: Thank you for that, M. Vandenheuvel. Wo
el se has questions for M. Bl aufuss?
MR RICHVOND: Bill Richnond, USDA. | think we have sone
questions, but could we just have maybe perhaps a coupl e of
m nut es?
JUDGE CLIFTON: Yes. Let's see, it's 3:03. Let's -- it's
3:04. Let's plan to be back and ready to go about 3:12. 3:12.
(Wher eupon, a break was taken.)
JUDGE CLIFTON: We're back on record at 3:12.
M. R chnond?
CROSS- EXAM NATI ON
BY MR RI CHMOND
Q Thank you, your Honor. Thank you for the short break
Just a coupl e questions, M. Bl aufuss.
Okay. So help us understand Exhibit 156. So what this

does is identify some of the issues that the Dairy Institute
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has with Proposal 1. | think what we're having trouble
understanding is, do you intend to provide any alternatives to
what was proposed or are we just identifying areas that could
potentially be inproved?

A. | think our proposal calls for both transportation
credit allowance, and that's what | have referred to. So |I'm
not maki ng any anendments besides the one that | tal ked through
with M. English fromour original proposal

Q Ckay. And I think what triggered the break was -- was
from M. Vandenheuvel's questions about figuring out where in
your proposal there are provisions for mlk comng directly
fromfarns to plants, and how that credit scheme could work.

So it would really help us if maybe you could help us
understand the intent the Dairy Institute a little better?

A, Wth respect to M. Vandenheuvel's question, you know,
| think it would just take a little clean up, a sentence or two
addition, or just a couple words. |It's part (b) that he tal ked
through, to nake sure that it's clear that if it is direct
ship, it is functioning as it is today. And | don't know what
t he exact |anguage would be, but it would be our intent to
mai ntai n what occurs today woul d occur under our proposal, so
that that noney is being passed along, it's not being collected
and saved and not distributed as it is today.

Q kay. | appreciate that. That helps. So has Dean

Foods or the Dairy Institute done any kind of analysis in terns
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of the total dollars involved that we're tal king about here?
nmean, what mght a typical Dean Foods plant or a plant of that
size, not to get into any kind of proprietary information of
the like, but what kind of allowance dollars are we tal king
about ?

A, Wthout getting into specifics, if you |look at ny
Testinmony 1, you can kind of do some math around it and
figuring out, you know, potentially what ballpark it would be

mles-wise, as | put in our mlk supply naps, so you can kind

of get a sense that route, how many mles our mlk is away from

our plants.

Q Gkay. And maybe a better way to frame the question is,
if you think about the entire dollar anount that woul d be
subtracted formthe pool in order to pay transportation
al  onance or transportation credits?

A. The total credit or the, and | guess in our case, the
al | onance, Proposal 1 would be the credit, | would assume that
that dollar amount woul d be what's generated today or pulled
out of the California pool today, and I don't have that nunber
avai lable. | would imagine that's a nunber we could find, but
| don't have that nunber.

Q So you don't see as a result of your nodification to
Proposal 2, regards to mlk comng from outside of the
marketing area, you don't envision there to be any kind of

increase in total dollars that are comng out of the pool?
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A. 1 think you woul d have an increase because you woul d be
regul ating out-of-state mlk that today you are not regul ating,
but at the same tinme you are also adding, in this case, a
Cass 1 product that's not being regul ated, so you are al so
addi ng value to the pool while also having some subtraction as
well, so it cuts both ways.

Q Gkay. Are you able to perhaps estimate the vol une of
mlk fromout-of-state that --

A. | think you can get a rough estimate on CDFA Exhibit 61
and | don't know which part that would be, but they actually
have a cal culation for the anount of out-of-state Class 1
pounds comng into California. And they go nonth by nmonth, so
you can do an estimate, roughly, of how many pounds that is on
a nonthly basis.

Q Ckay. I think that's all we have. Thank you

A Yep.

JUDGE CLIFTON: Before | invite redirect, is there anyone
el se who has questions for M. Blaufuss on this topic or any
ot her, since he's leaving us? GCh, M. Beshore's excited. |
see none. |Is there any redirect, M. English?

MR. ENGISH. Chip English. Your Honor, | have no
redirect, | just want to thank M. Blaufuss for Parts 1, 2, 3,
5 4, and 6 of his testinony, and especially thank himfor his
| ong attendance at that proceeding, since he and a few others |

think are starting to get out of here. But |I'mvery grateful
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for his assistance. | have no redirect.

JUDGE CLIFTON: Yes, | already nom nated you to be called
Doctor. | do encourage you to work on that Ph.D., young nan.

MR. BLAUFUSS: That's way too much math and statistics for
me to ever want to do.

JUDGE CLI FTON: Thank you so much. You may step down.

MR. BLAUFUSS: Thank you, your Honor.

JUDGE CLIFTON: What | would like to do is invite sone

dairy farmers to testify, and I would like to begin with

M. Netto. |If you would cone forward, please.
Pl ease make yourself confortable and I'll be swearing
you in in a seated position and then |I'l|l ask you to state and

spell your nane for us.

Speaking into this mcrophone is a little tricky, you
may have to scoot closer toward it, and it is also difficult,
when it's in your face, to see your notes, but hopefully that
wll work out. Al right. Feel confortable?

MR, NETTO |'m good.
JUDGE CLIFTON: Good. If you would raise your right hand,
pl ease.

Do you solemly swear or affirmunder penalty of
perjury that the evidence you wll present, will be the truth?

MR NETTO | do.
JUDCGE CLI FTON: Thank you. Please state and spell your

name.
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MR NETTO M nane is James Netto. It's J-A-ME-S, N--
as in Nancy -- E-T-T-O I'mfromHanford, California. You
want a little background?

JUDGE CLI FTON:  Yes.

MR NETTO Ckay. |I'm-- actually, nmy famly em grated
here in the early 1900's and |'mactually the third generation
at different tines to have dairy cows and mlk them and we
have been different businesses.

| started in business when | was 20 years old in a
small little 50-cow dairy in Laton, California. | proceeded to
go into the grain business in 1986. | ama partner at a
conpany call ed Penny Newran Grain, based out of Fresno,
California. W service one-third of the dairymen in California
buy feed fromus. |'mVice President of Production and Sal es.

Over the years, | have had different conpanies. M and
ny brother and ny famly, we formed a conpany called Netto Ag.
W process corn silage. W're the second |argest corn sil age
conpany in the State of California and possibly in the nation,
we do a mllion and a half tons a year.

| also have two dairies. | have a 1200 cow Hol stein
dairy and about 950 cow Jersey dairy. So |I'mpretty
intertwined in the dairy business, to say the least. Mst of
ny income, or non-incone, cones fromthe dairy industry.

JUDGE CLIFTON: Now, let me stop you there. That is

amazing. Al right. Wat is the conpany called that's right
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here in Fresno that produces the feed, including the silage?

MR NETTO It's called Penny Newran G ain Conpany. W're
a 138 year-old conmpany and there's three owners. And we're the
fourth set of owners, and it's been sold to the enpl oyees each
and every time in the last 138 years. So we're the fourth set
of owners. W're the second ol dest conpany in Fresno.

JUDGE CLIFTON:  Ww.  Trul y?

MR, NETTQO Truly. Continuously ran conpany. Penny, |ike
penny in your pocket -- Newran G ain.

JUDCGE CLI FTON: Is Penny Newman all one word?

MR. NETTO Yeah. Penny Newran G ain Conpany.

JUDGE CLIFTON: So if it's the second ol dest business in
Fresno, in what year did it begin?

MR NETTO | think it was 1876, | think. It's 138 years
old so | would have to back up the math, but we're right there.
JUDGE CLIFTON:. Ww. And currently it's owned by the

enpl oyees?

MR, NETTO There's three of us. W were all enployees
when we got there, and our boss sold us the business. | was
there a year and a half, and | think ny the one partner was
there eight years, the mgjority owner, and so there's three of
us that own it. W have been together for al nost 28 years now.
And our big thing is we service the dairy industry, so we have
seen the high's and the low s of the industry.

JUDGE CLIFTON: Now, | nentioned the silage, but | mght
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have gotten that mxed up. Is the silage strictly Netto Ag's
busi ness or does Penny Newmran do sil age?

MR NETTO It is strictly Netto Ag. It is owned by nyself
and ny brother, his wfe and ny wife. And we have been in
busi ness about 32 years, | think, fromthe time we bought our
first silage truck. And now we enpl oy about, during the season
we enpl oy about 135 people. Penny Newran enpl oys about 180 and
the dairy and the farm ng, which we farm about 1900 acres, we
have, oh, | think about 26 enpl oyees there.

JUDGE CLIFTON: Wio is filling in for you while you are
her e?

MR. NETTO You know what? | hire good people. So -- and
the key to any business is to have the right people work for
you. SO --

JUDGE CLIFTON: That is a tremendous anount of work going
on. |'mvery inpressed.

MR. NETTQ Thank you.

JUDCGE CLI FTON: So how ol d were you when you first were
around cows?

MR NETTO Well, I was, | started mlking cows at the age
of 10. W had 20 cows. Then ny dad got out of the business
when | was 15, | think. And I always had a | ove for the
animals. So when | was 20 | married a dairy girl and went to
work for ny father-in-law. Quit college, got narried, went to

work for ny father-in-law. And six nonths after that | said I
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went to go into business for nyself, so | found a nei ghbor up
the road that wanted to sell some cows, and | borrowed sone
noney fromny grandfather, and | started. And, you know what ?
W didn't have much, but we just nade it work. And over the
years, the dairy industry has been very, very good to ne.

JUDGE CLI FTON:  Now, you mentioned Laton, California.
Woul d you spell that for ne?

MR NETTO L-A-T-ON

JUDGE CLIFTON: L-A-T-ON  \Were is that?

MR. NETTO That's about 20 miles due south of here.

JUDGE CLIFTON. Al right. And the Fresno business,

Penny Newman's, obviously been here all that tine.

MR NETTQO Correct.

JUDCGE CLIFTON: Is Netto Ag al so based in Fresno?

MR NETTO It's in Hanford, which is probably about 28
ml|es south of here.

JUDGE CLIFTON: And that's where you have your business
addr ess?

MR. NETTO Yeah. Born and raised there, too. | live two
mles fromwere | was born.

JUDGE CLIFTON: Al right. Very good. Al right. That's
excel I ent background. Do you want to give us any additional
background before you begin with your nessage?

MR NETTO No, | think that's probably enough. 1It's nore

t han everybody wants to hear, probably.
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JUDGE CLIFTON: No, that's very exciting, actually.

MR. NETTQO The reason | canme down here today was, it's
pretty sinple, is that I have watched the industry in a
tailspin for the last, except with the exception of |ast year
since |last year was a great year, but since '09 we have been in
atailspin. And so | came down here to support the California
Co- ops Proposal to nove to the Federal Order. And probably the
reason, | think every dairyman in California ought to be able
to wake up in the norning and conpete with everybody across the
U S And you can't, you -- if we're on equal playing field,
and then if we can't make it in the dairy industry in
California, we should exit the industry. But right now, we're
at a different, we're at a disadvantage the way the CDFA is
pricing our mlk. And in order to, in order to nove the next
level, to find out -- | think California dairymen are already
doing it.

| hear a lot of things about diversification. Qur

industry, there's a lot of dairymen noving to trees already.
W have, you know, we just recently, | went over sone nunbers
with ny friends who I have been on a co-op board before, but
I''mnot anynore, and the average co-op, the three co-ops in
California are al nost averaging 6.6 reduction in mlk in the
last, this is in the last few nonths, over year on year, nonth
on nonth mght be better to put it on that way, it's not year

on year. | can understand why that's com ng because | have two
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dairies, and if it wasn't for the love of the cows, it is not a
very good business, to be honest with you. | stay in it
because nmy famly did it, and | feel this loyalty to ny
animal s, and ny enpl oyees, and everything. But, you know,
it's, dairymen are price takers, not price givers. And so we
need sonmebody to rationally | ook at what we are doing and how
we should be paid. And it seens |like the state has let us
down. In ny opinion, | have gone to the hearings, | have
listened to it, we come out with nothing.

| was with a dairyman this norning, | had breakfast

with him and he's debating getting out. Really good friend of

mne. He says, you know, "I'mgetting at the age, why should I
stay in, James? | amnot maki ng enough nmoney to pay ny bills,
| can't go on vacation, |I'mjust getting by. | ameating up

equity." And he brought up, he said, |ook, because | told him
I was comng to the hearing, he goes, "If we got to the Federa
Order and it was, and got rid of change the whey all owance and
all that," the nunbers that he's | ooked at, he said it would,
per thousand cows, would be $200, 000 a year, and he has 1200,
so math says it's $240,000. He would nake nore. He goes,
"James, that's the difference between making it and not. And
you know, you need to go here and tell people, well, what are
we doing? W have to nove in a different direction.”

| know the processors have electrical costs that are

expensi ve, and but so does every dairyman. W live in the same
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state. So they always tal k about their costs, they want us to
pay the highest feed price, but yet get the |owest price for
our mlk over the rest of the United States, or at the | owest.

What | keep telling everybody is that, put us at a
level that if we belong in the dairy business, if | can conpete
with the guy in Wsconsin, then |'ll stay in the business. But
if we can't, then we need to nove on to pistachi os and al nonds.
But if that happens, we're going to lose a lot of jobs in the
state. | mean, the nunbers of the, what is it, | don't know
exactly the nunbers, | don't -- but it's huge. One dairy job
versus six it nmakes. It's -- the nunbers are big. | don't
know exactly what they are, but -- so, you know, | been doing
this for a long tine.

And from 1986, if | remenber the year, let ne see
Vell, let's put it this way, from 2009 until this year, we have
lost 471 dairy famlies in the State of California. And it is
out of those, | |ooked, | wote a bunch of names down | ast
night just to see, and | cone up with that it affected ny
busi nesses, out of those 471 | serviced 120 of themin that
timefrane. And | watched people, |I knew two really good guys
that just couldn't take it, they decided to take their Iives,
and, you know, tragedy.

But I think in any business, you don't m nd waking up
in the morning and having a chance. But the CDFA continues to

send us to a gun fight wth a knife, by not getting us in a
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price that is equal to our Wsconsin friends, our M chigan
friends, and the rest of the country. W' re not saying give us
nore noney, we're saying, put us in the game, Coach, get us off
t he bench.

And that's -- that's all we're asking for with our
proposal. | have been wanting a Federal Order for five years.
| spoke up on it, and you know, so, | think that's that's a big
point. That | think people just, nobody's asking for nore,
we're asking to give us a chance, you know, |et us conpete.

And the processors want to conpete, but they want us to

conpete at a disadvantage. W just can't go on like this.

W're going to, you know, ethanol, you know, yeah, | heard the

R en Doornenbal's testinony. | happened, sonebody said, listen
to this guy, so | put it on the other day and | listened to it

fromnmy office. Everything -- | wanted to nmake a statenent

about that gentleman, everything he said about this history of
California was spot on. And | want to back his statements when
| testify, that his historical fromday one to today was
really, really good, and his historical view and his
perspective of the industry. So that was pretty inpressive.
You know, we can't, you know, | know we got the MIk
Protection Program you know, MPP they call it, and it just
doesn't work. | spent $53,000 |ast year signing up for that
and we never got close. And when the price of mlk was down

this year, | never got close to getting a paynent, because
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we're only 20 percent of the market, so they use 20 percent of
the feed cost. And they blend that into the pool, the Federa
Government does. The problemis, we got the highest feed cost
in the country. Yet, so -- so whenever they do start paying,
we'll be the last ones to get paid. And then -- then the
processor says, "you guys can use hedging to nake noney."

Vll, | tried that, too. And the problemis, is because the
California Order is different than the Federal O der, our basis
does not work, because it we got different pricing schedul es.
So the, you know, and so you, you it's like being a bull spread
in the corn business. It don't work.

JUDGE CLIFTON: It's like being what?

MR NETTO Well, it's like, it's in the corn business when
you, when you, when you buy | coined this, but you buy Canol a,
and you buy soy bean nmeal to cut the, what it is, it basically
covers your hedge. In other words, but they are supposed to
run parallel. So if Canola, theoretically if Canola goes up,

i f soybean nmeal s goes up 20, Canola should go up $20 a pound,
but it don't happen.

And that's the sane thing that's happened when we try
to hedge mlk in California. | think if you ask just about
every dairyman in California, that's tried to hedge mlk. 80
percent of themdon't do it anynore because they don't run
parallel.

So in closing, you know, | just think that we need to
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be, give the California dairynen a chance to make it. And | go
back, | don't want to be in business if | don't belong. But I
just want the opportunity, and | think every dairyman in
California wants the opportunity to conpete. And if we don't
belong in the business, fine. But what we have today puts us
at a di sadvantage every norni ng when we wake up. And we can't
continue down this road. And | think that's why the California
dairynen, the co-ops are here today. And what they are trying
to do. And | appreciate the tinme you fol ks have been here
since late Septenber, and it's kind of |ike, you know,
fascinates ne that you can sit here that long, to tell you the
truth.

But pl ease, when we | ook at this, think about just
giving the California dairynmen opportunities to conpete. And
['lIl end nmy statenent there.

JUDGE CLI FTON:  Thank you. That's a very powerf ul
statement. Wio would like to begin asking questions?
M. Beshore?

CROSS- EXAM NATI ON
BY MR BESHORE:

Q Marvin Beshore. Thank you, M. Netto, very much, for
com ng and your statenent. Just one quick question. \Were are
your herds | ocated and how do you -- how do you market your
mlk fromthe your areas?

A. Both ny herds, one is located in Hanford, California,
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and one is |located seven mles, which is on the Hanford-Laton
border. Al ny mlk is marketed through Land O Lakes co-op.

Q Thank you very nuch

JUDGE CLI FTON:  Wo next has questions for M. Netto?
M. R chnond?
CROSS- EXAM NATI ON
BY MR RI CHVOND:

Q Bill Richnond, USDA.

Thank you very much, M. Netto, for your testinony. W
appreciate it.
Do you own quota?

A, Yeah, | have, | think |'mabout, my Holstein dairy
does. It's about 25 percent of ny production is in the quota,
25 percent of my mlk is in a quota position

Q And so in your support of the Cooperatives' proposal to
establish a Federal MIk Order for California you would --

A.  Include the quota? Yeah. | think there's hundreds of
mllions, | don't even know t he amount of noney invested, and I
think if we don't include it and proceed forward with it, that
it woul d have financial disaster for our industry in
California. It needs to be a part of the process going
forward. Quota is basically, it's tooken out of the dairyman's
money. We adjust it between ourselves if it stays in the pool,
so | don't know how it would affect a processor. Because it is

really the dairynen part it out the way, we take 16 percent of
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the total gross milk goes to quota, and the rest of the noney
goes to everybody else. So | think it is a dairyman issue, the
quota. | don't know howit really is a processor issue, other
t han maybe the Class 1 people have to pay a little nore for
mlk, and | don't know that part of the gane that well to speak
about it. But it is really governed by the, it is overseen by
the state, but it is dairymen noney that's distributed where it
needs to be distributed. And there's a |lot of dollars invested
init. And | think if the quota is not put in, I would bet any
anount of noney the quota, that we would not get the Federal
Order off the ground in California.

Q | appreciate it very much. Thank you

A.  No problem

JUDGE CLIFTON: M. English?
CROSS- EXAM NATI ON

BY MR ENGLI SH.

Q M. Netto, Chip English for the Dairy Institute of
California. | just want to follow up on that series of
questions and your response.

| mean, | understand your statement that the quota is
about dairy farners, but do you understand in Proposal Nunber
1, it is the co-ops position that in order to nmake the quota
wor k, that you have to have mandatory pooling so that al
processing facilities in the state are required to be pool ed?

A, Are required to be pool ed?
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Yes. Do you understand that?
Yes, | understand that, sure.

So that certainly inpacts processing plants, correct?

> O > O

I woul d i magi ne.

Q Ckay. Do you understand that as part of that, first,
do you understand there are Federal Orders that every existing
Federal Order has performance standards to make sure that mlk
noves to Class 1 operations at sone |evel ?

Do you know about that?

A Alittle bit, not a lot.

Q Ckay. Do you understand that Proposal Number 1, if
adopt ed, woul d have no performance standards so the Cass 1
pl ants woul d have no assurance of receiving an adequate supply
of mlk?

A W'reonly quota mlk, Cass 1 mlk is less than 20
percent of our total mlk supply, | don't see what the issue
woul d be. There's plenty of mlk to take care of the Cass 1
m |k supply, and by having a pool that would seemto facilitate
it better than not having a pool.

Q If Cass 1 plants feel differently, does that mean that
they have a stake at this?

A Pardon ne?

Q If Cass 1 plants feel differently, that they need
performance standards as they have them under existing Federal

Orders, doesn't that nean that Cass 1 plants have a stake in

7170

BARKLEY

TRANSCRIPT OF PROCEEDINGS-VOL. XXXV 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

how Proposal 1 comes out and deals with quota?

A Wuldn't -- wouldn't the price go to the highest,
wouldn't the mlk price -- why would any dairyman turn down
nore noney for his mlk if it was in a pool? Wy would we
starve a Cass 1? If I'mgoing to get $1.50 nore a
hundr edwei ght for ny mlk in a dass 1 situation, don't you
think the mlk would rise to the highest price? It would go to
t he hi ghest bidder, which would not be a cheese plant, which
would be a Cass 1 plant?

Q But if in a pool you get the same anount of noney
regardl ess, why do you bother shipping mlk to a Cass 1 plant
at all?

A. Wl l, because when you have a pool, you got the quota
system we're not going to get rid of the quota, and it's going
to facilitate the dass 1 market.

Q Wiat wll actually encourage an individual producer or
an individual organization to move the m |k once you pool the
price and have no performance standards?

A. | don't have an answer to that because |I'mnot a
processor on that part.

Q Thank you, sir.

JUDGE CLI FTON: Wo el se has questions for M. Netto?

Ms. May?
CROSS- EXAM NATI ON
BY M5. MAY:
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Q H there. Laurel May with USDA
| have just a small one. Early in your testinony you
said, you were talking about many dairies going to trees, and
you said there's an average, there's an average of 6.6
sonet hing reduction in mlk, and you didn't say what the unit
was that you were --

A Wll, in California, all three co-ops, in talking to
their board nenbers and sone of their managenent, have all seen
a reduction since |like Septenber forward to now, of at |east
6.6 percent of their mlk production is down froma year ago, a
month on nmonth. So you take in Cctober versus October, Cctober
"14 versus Cctober '15, the average, the three |argest co-ops,
their board nenbers are telling me the | east anount down is 6.5
percent in production in total mlk that is being sent to the
creamnery.

So what that's telling me is that our systemis, we,
for the last, for the last, | have been in this business 30
years, and | understood the processor's point of viewthat, you
know, how can you guys cry uncle, you keep grow ng. You keep
growi ng. And you know what? They actually had a good point.
And, if things are so bad, why don't you guys get out of
busi ness? But you guys keep grow ng.

Vell, okay. And so | sit there and | think about it as
a businessnman | say, yeah, you know what, they got a good

point. Part of it was the real estate in California was just
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doing this in LA and guys would sell out for $300,000 an acre,
bring it down here and buy land for $4,000 an acre, and instead
of mlking 1,000 cows in LA they mlked 3,000 and still have a
ton of nmoney in the bank.

So we had that kind of fal se econom cs going on, we had
little dairymen going out, and we had bigger dairymen getting
bigger. Now, |'mwatching 5,000 cow dairies go out of
busi ness, I'mwatching 500 cow dairies go out of business. And
inthe past it was hard to plead your case that we weren't
maki ng noney because production was al ways ri sing.

Vell, let's look at an opposite now. Production is,
this year, is down 6.6 percent, the rest of the country is up
3.1. Alot of areas, a lot of the large mlk sheds are up 2.9,
| just looked at it. And so | think that crude nodel we have
in California is broken, and we need to go in a different
direction. W need to try to save our industry and save al
the jobs in California.

So -- and we have a lot of jobs here due to the dairy
industry. |'msure sonebody's testified to how many jobs that
the dairy industry actually, you know, naterializes because of
that little cowmlk in that mlk barn. And so, but, so now
think finally the dairymen in California have sonething to
stand up and say, yeah, things are bad, we're down over 6.6
percent. Statewi de we're down 3 and a half percent tota

supposedly by CDFA. But | know the three co-ops, all of them
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are telling us they are down trenendously this year.

And what's happening, |'lIl go back to the tree
scenario, is alot of dairymen | talk to say, "I'mcutting back
alittle bit on cows. |I'mgoing to go plant me sonme" -- | own
pi stachi os, wal nuts, and alnonds, | farmthemall. They are

not even in the same category as a mlk cow financially, I
nmean, it is just a fact.
And so we have a |l ot of dairynen that are talking

about, we haven't had a new dairy built in California, that I
can think of, in five years. You know, all the existing
dai rymen are just hanging on, fixing this, fixing that, and
continuing to try to survive in the business. But this
busi ness nodel cannot go on. And |I'm here because | have a | ot
of jobs that I, that | have to try to keep, keep ny people in
money and keep themtaking care of their famly. And if |
don't have dairynen, | have got to |let people go, and | don't
| ook forward to that. So | would [ike the dairy industry to
get healthy. And the only way to do it is to put us on an even
playing field with the rest the country, and then let's let the
chips fall where they may, and then we did everything we can,
that we can do for our dairynmen

Q Thank you so nuch for clarifying that for us.

A, Thank you.

JUDGE CLIFTON: M. Netto, if | wanted to | ook on CDFA' s

website, | wouldn't be able to tell fromthat, would |, that a
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co-op's receipts of mlk are down 6.6 percent from Septenber
2015, 1 ooking back to Septenber 20147

MR NETTO  No.

JUDGE CLI FTON:  You know because you talk to people?

MR NETTO I'mfriends with, | probably know close to a
third of the dairymen in California. So yeah, |I do talk to the
board nenbers. I, like | say, | was a former Board Menber, and
| have heard nunbers that just floored ne. And | can tell by
the anount of feed I'mselling, too, ny nunbers are down in
seal s. Because the dairynen, if sinple math, if there's 8
percent |ess mlk being produced, or 6 percent, there's 6
percent |ess feed being consumed. And, so, yeah. It's pretty
obvious we are in a tailspin. It has started.

JUDCGE CLI FTON: And you specifically nentioned Septenber
conpared to | ast Septenber, Cctober conpared to |ast Cctober,
has it just started?

MR NETTO Well, last year was a really, really good year.
W had a spike in mlk prices, as did the whole country. And
even when the whole country, we were still behind by a dollar,
we are always behind by a dollar in California, we have |earned
tolive with that. But yeah, we were behind, and but |ast year
was a great year. M dairy, it was -- it was, but | have given
it all back this year. And the only reason that | probably
have just started going into the red at ny facility, is because

| had all that extra cash in feed that | had bought to feed ny
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cattle because | had noney to buy it, just |ike every dairyman.
So the first few nonths of this year, |, on nmy accounts
recei vabl es, people were paying their bills. | was saying, how
are these guys paying their bills at, you know, the price of
mlk is pretty cheap. Usually ny AR starts getting bigger, ny
accounts receivable, and it takes longer to pay, and we have
got to go out and push for noney, but this year they seemto
have nmade it pretty good until April or May. But what happened
was, the old noney they made | ast year ran out. So now we're
starting to see the effects of our accounts receivables are
starting to increase and getting bigger.

So, yeah, that was the difference between one year to
the other. |It's, you know, we have had | think the last nonth
we have averaged at |least two dairies a week selling out in the

| ast nmonth across the state, maybe three at the auction barns

are pretty busy. It usually gets slow around Christmastinme, so
we won't have too many nore. But off the top of nmy -- like |
said, | just talked to the auction yard, | think in the |ast

month between all, between four auction yards, they have had 11
sales. So yeah, we are seeing a decrease in -- and what's
funny is every, every sale we go to now, you know, young stock
Is the inportant, is the bloodline of a dairy that you have
heifers to replace your aging herd. But when we go to the sale
now and 90 to 95 percent of the every heifer bought at the sale

that the dairynen put up, every one of themis going
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out-of-state. So it tells you that we are just noving in a
different direction.

Where before, 15 years ago, we bought all the heifers
in Wsconsin and brought themto California. Now Wsconsin is
coming to California and buying all the heifers and taking them
back. So, yeah, we do have an issue here and we have to cure
it.

JUDGE CLI FTON:  Who el se has questions from M. Netto?

M. Netto, is there anything you would like to add before you

step down?

MR NETTO No. | just want to thank you for your tine.
And all, | know you guys have nmade some big sacrifices in being
here. | know it hasn't been easy being here in beautiful

Fresno all these nonths. But thanks for com ng.

JUDGE CLI FTON: Fresno has been wonderful to us.

MR. NETTO Yeah, it is actually a great place to |ive.

JUDGE CLIFTON: It is. And congratulations to those who
pl anned the infrastructure here, including the highways and so
on. It is just a marvelous place. Thank you.

| have many Adans' here. | would like to begin with

M. Adans, please. Thank you. W' re now distributing a
docunent. Ms. Frisius, | believe this is 157. And this
particul ar docunent has a nane at the bottom Lantz Adans.
Pl ease be seated.

(Thereafter, Exhibit Nunmber 157, was
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mar ked for identification.)

JUDGE CLIFTON: Al right. [I'Il swear you in in a seated
position. Wuld 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?

MR ADAMS:  Yes.

JUDGE CLI FTON:  Thank you very nuch. Please state and
spell your nane.

VMR. ADAMS: Lantz Adams, L-A-NT-Z, A-D-A-MS.

JUDCGE CLI FTON: Thank you. And | want to make sure
everyone has a copy of your statement before you actually
begin. |If you need a copy of the one-page Exhibit 157, please
rai se your hand. All right. |t appears that everyone has one.

M. Adans, | see that we have the witten statenent.
As you read it into the record, you are wel cone to depart from
it at any time and add things. It may help if you say, |I'm
addi ng sonething here, just so we can keep track.

MR ADAMS: (kay.

JUDGE CLIFTON: Okay. Al right. You may proceed.

MR, ADAMS. (Cood afternoon. M name is Lantz Adans and |
am 15 years old and in the Tenth grade at | nmanuel H gh School.
My father is a third generation dairy farmer and our dairy is
in Laton, California. | amwiting to you because our dairy
farm |ike many others, is in dire financial straits and may

not make it to a fourth generation. That thought nakes ne
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si ck.

As | think of ny famly's situation, and understanding

that the USDA will meke the final decision about how a

California Federal Order wll look, | have thought of severa

I ssues that you shoul d consider

1. Dairymen are going out of business due to low milk prices.

A

B.

C

Many multi-generation famly dairies are going out of

busi ness.

Over 90 percent of dairies, including our own, are

fam | y- owned.

Al'l of the earlier generations' work is sacrificed when

a dairy exits the industry.
2. Dairies going out of business cause a negative inpact on
soci ety.
A.  Unenpl oyed peopl e become dependent on social prograns.
B. Wen dairies go out of business, it negatively affects
allied industries.
C. After aloss of a dairy, it can be catastrophic to the
famly structure
3. Additional items regarding mlK.
A, Dairy products fromother countries could be
questionable quality. (Exanple, nmelam ne in Chinese
baby fornul a.)
B. If less dairy products are getting produced, prices nay
go up. This could result in a less healthy diet.
C. According to well-known doctor expert,
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Dr. Wendy Bazilian, author of The SuperFoods Rx Di et

and co-owner of San Di ego-based Bazilians Health

dinic, unlike nost other "wellness" drinks, mlk is

naturally nutrient-rich and bal anced with a uni que

proportion of carbs, protein, in addition to the

bone- boosti ng cal cium phosphorous and Vitam n D.

Finally, | understand the inportance of having mlk
processors in the State of California, but |I also understand
the necessity of having dairy famlies willing and able to
profitably produce the mlk to fill those plants.

| know |'monly a kid, but what | see in this industry
Is not good and is only getting worse.

Si ncerely,

Lant z Adans.

JUDGE CLIFTON: This is extremely thoughtful. | appreciate
very much your putting it together. | would like nowto invite
questions fromothers. M. Beshore, would you begin?

CROSS- EXAM NATI ON
BY MR BESHORE:

Q | wll. Thank you, very nuch, Lantz, for com ng today.
Marvin Beshore. Do you need an excuse to get back to school
t onor r ow?

A No, | think I'm okay.
Q | think we mght be able to arrange it.

How di d you, how did you conme to | earn what you know
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about the dairy business and what's in your statement here?

A, Wll, being a part of a dairy famly, we experience
t hese issues daily, going throughout the, going through being a
dairy and producing mlKk

Q \Wat are your chores on the farn®

A Wll, | often feed cows, vaccinate, ear tag, | feed al
the cows on the weekends, | usually end up m | Kking once or
twice. W're a small dairy, 80 cows. A lot of the work is
famly done. W only have one working hand on the dairy, so a

| ot of the chores is done by nyself and ny sisters and nother

and dad.
Q Do you have FFA at | nmmanuel ?
A.  Second year.
Q Second year?
A Yes.
Q Vay to go.

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

Now, | can't believe your sisters are not comng up here to
ask you a few questions. | tell you what, would each of you
just come to the podiumand tell us who you are, since you have
al ready been identified as dairy hands. | would like you to
state and spell you name and tell us your age and where you go
to school .

MS. ADAMS: Hello, everyone. M nane is Kol bi Adans.

K-OL-B-1. I'mcurrently in eight grade and | go to
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Woodrow W1 son Junior H gh School in Hanford.
M5. ADAMS: Hi, | am R kki Adams, R-1-K-K-1. |'mten years
old and | go to Laton Elenmentary School .

JUDGE CLI FTON: Does either of you have any questions for

the witness?
MS. KOLBI ADAMS: Who is your favorite sister?
MR ADAMS: No comment.

JUDGE CLIFTON: Let's nove along to the next question.

R kki Adanms, do you have any questions?
M5. RI KKI ADAMS:  No.

JUDGE CLI FTON: Thank you both very much for coning

forward. W else has questions for M. Lantz Adans? Ms. May?
CROSS- EXAM NATI ON
BY MS. MAY:

Q M. Adans, thank you so nuch for testifying today. W
appreciate it. It helps USDA be able to fornulate
recomendations for the Secretary when we get the input from
producers such as yourself.

Were you planning to continue in your famly's dairy
busi ness?

AL O sone sort, yes. Mybe in partnership with ny
sister, hopefully. The dairy is a lot of work.

Q Your favorite sister?

A, Yeah, that's right, nmy favorite sister.

Q Al right. In sone fashion you say?
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A.  In sone fashion, yes.

Q Wwll, good for you. Al right. WlIl thank you very

much.

cone

may

dai r

JUDGE CLIFTON: Are there any other questions for
Adans? You know, you nake us all very proud.
MR, ADAMS: Thank you.
JUDGE CLI FTON: Do you have anything to add?
MR, ADAMS: | just want to thank you for allowing ne to
up here and testify.
JUDGE CLIFTON:  You're nost wel cone, and thank you. You
step down. Do we have any other dairynen, dairy producers,
y farmers, who are ready to testify?

The docunent that's being distributed now, |I'm marking

as Exhibit 158.

(Thereafter, Exhibit Nunber 158, was
mar ked for identification.)

JUDGE CLIFTON: Al right. It appears they have been

distributed. Let me go back to Exhibit 157, which is Lantz
Adans' statenent. |Is there any objection to that being
admtted into evidence? There is none. Exhibit 157 is

adm

righ

tted into evidence.
(Thereafter, Exhibit Nunmber 157, was
received into evidence.)
JUDGE CLI FTON: Wl come, Ms. Adans. Would you raise your

t hand and I'|Il swear you in in a seated position.

7183

BARKLEY

TRANSCRIPT OF PROCEEDINGS-VOL. XXXV 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

Do you solemmly swear or affirmunder penalty of
perjury that the evidence you wll present will be the t
MS. ADAMS: | do.
JUDGE CLI FTON: Thank you. And now as you testify,

ruth?

be sure

to testify into the mcrophone, and state and spell your nane

for us, please.

M5. ADAMS: My nane is Mchelle Adans, it's
MI-CHE-L-L-EE ADAMS.

JUDGE CLI FTON: Thank you. You may proceed.

MS. ADAMS: Before | begin ny testimony, this is in

addition to what | have witten. | just want to share with al
of you that | was not born into a dairy famly. | grew up here
in Fresno. | went to McLane Hi gh School. | was an athlete.

And when | first net ny husband, the flies really bothered ne.

And | just want all of you to know that this dairy has becone a

huge part of ny life, and | hope that during ny testinony that

you can understand that | don't cone froma dairy background,

so what I'mgoing to share with you is very personal to
| apologize if | get teary about it.
JUDGE CLI FTON: Let me have you spell MLane for ne,

hi gh school

nme and

your

M5. ADAMS: It's MC, L-A-NE we were the Highlanders

JUDGE CLI FTON: Very good.

M5. ADAMS: | won't tell you when | graduated because that
woul d give away ny age. |'ll keep that to nyself.
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Anyway, hello, nmy nane is Mchelle Adams, and | want to
tell you a story about our famly farm | feel it is inportant
for you to identify with dairy owners and their famlies on a
personal level in order to have a clear picture of real faces
of the dairy industry today.

In 2009, ny father-in-law sold out and left the dairy
busi ness. Wen the cows were sold and | oaded on a trailer, it
was heart wrenching to watch themgo. They weren't just noney
maki ng machi nes, but really nenbers of our famly which we had
taken care of for generations. Qut of that m sery, ny husband
Rick and | started Adamscows Dairy, a small 85 cow, third
generation dairy farm Wen Rick and | started the dairy over,
we were mlking 12 cows in July of 2009. W are currently
mlking closer to 100 cows with plans to grow back to 160.

In 2009, the dairy outlook was bl eak and many dairymnmen
could not believe that we would venture into starting over with
12 cows. However, ny husband' s life has been this farmfrom
the time he was born and it has been his destiny to be a
dai ryman.

| have been married to Rick for 16 years now, 10 of
whi ch he worked for his dad, and 6 years since we started over
maki ng all of our own decisions, including which bills we
couldn't afford to pay. It has not been easy. |In fact, there
have been times for me personally that the depression and bad

feelings were nore than | could bear. | amvery fortunate to
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have an incone outside of the dairy. | have been a teacher for

19 years and | love ny job, and the incone and benefits it

provides for nmy famly. It is because of ny steady income that
we are still in the dairy business. The m |k check just isn't
enough to pay all our dairy bills on a regular basis. | would

say at least 10 nmonths of a 12 nonth fiscal year, ny salary
suppl ements the dairy's needs financially. It seens to be a
regul ar event to tenporarily dip into ny off farmsalary to
make end's nmeet. Rick does not draw a salary, and too often
there just isn't enough noney to go around.

Qur herd hasn't grown over tine as it should, because
we have to beef cows in order to pay astronom cal energy, fuel,
and feed bills. It is devastating to call ny husband and say,
"You need to see who can go to the sale" because we just don't
have enough noney to pay the basic bills to keep the power on
and buy fuel to irrigate our crops to keep them from burning up
in the field.

There are many days in the last few years that | wll
say to ny husband, "If you told me tonorrow you were selling
the cows, | would be all over it." | guess |'ma stronger
person than | realize because sonetines | think the stress to
make end's neet is nore than | can handle, but sonehow | get
through it. R ck has always seenmed to know when | need a smle
and a hug. And | know he doesn't |ike hearing nmy wish to sel

out, in fact, | know it probably strikes his heart like a
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piercing knife every tine | have said it. He still manages to
be the best dairyman he can be and wal ks out the door to the
farmthat has his sweat and blood and soil, in the soil and the
cows.

My husband is anazingly kind-hearted. Wen | drive out
to see himworking, he always has a smle on his face. You
see, he loves being a dairy farner. It is just what he does
everyday, day in, day out. H's hours are 24 in a day. He
ml ks and feeds the cows everyday, and farns 115 acres to make
sure we have the feed to feed them He is one of the nost
dedi cated people to the cows he loves. He works 7 days a week,
365 days a year, and he is still smling. | often wonder how a
person can be so happy when each nonth is a struggle to
survive. He can always find the good, even on the worst days.

W have one enpl oyee who has been with us over 20 years
who is also instrunental in the survival of our dairy farm
The real story, though, is that of our three children who work
in almost every capacity of our farm ng operation. Qur son
Lantz, nearly 16, mlks cows, does mechanical repairs, drives
silage trucks, takes care of baby calves, and heifers and he
feeds every weekend. Qur daughter Kol bi, nearly 14, also mlKks
cows and works on the farmin various jobs. Recently she
di sked a 20 acre, 20 acres all by herself. Her dad smling
again at the great life adventures our farmallows our kids to

have. Kol bi has an uncanny know edge of the herd and can
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nearly identify each cow by their markings, and who each cow s
nons are. She is really amazing. Qur daughter Rikki, 10, is a
great assistant in the barn, bringing in cows to be mlked,
washi ng out the poop in the parlor, helping feed cal ves, and

ot her tasks given to her

As for nme, besides teaching full-time, coaching
vol I eybal | at ny school, and coachi ng high school basketball, |
swath all of our feed and drive the silage trucks. | ear tag
and vacci nate our baby calves, and |'malso an extra set of
hands when Rick need nme for sonmething...and | have the burden
of facing and paying the bills, even when there isn't enough
noney to cover them That is clearly the worst job on the
dairy, a job that should be easy, but ultinmately consunes ne
with frustration, desperation, and pain.

Here is the big question -- why is our mlk worth |ess
than other producers in the United States of Anmerica, and what
can be done about it? Frankly, it is unjust and unethical for
other dairymen in this great free country to have a higher mlk
price than the dairymen in California. | have been told the
average price over the |ast few years have been about a dollar
per hundredwei ght hi gher.

JUDGE CLI FTON: Read that sentence again, would you pl ease?
MS. ADAMS: Yes. | have been told the average price over
the last few years coul d have been dol |l ar per hundredwei ght

higher. | can't help but get excited about how nuch that woul d
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i mprove the bottomline of our dairy. W are a small dairy,
that, it should say that has everything tied up in the farm
and we absol utely have no savings. Everything we make is
invested back into our farmand that is a huge risk.

It would be an amazing feeling if we could count on the
m | k check covering bills four out of five years, instead of
one out of five years. Rick isn't getting any younger and our
kids are growi ng up before our eyes. Soneday we will reach the
point that Rick can't work |ike he does. W need to get fairly
conpensated for our mlk, it just mght enable us to pay all of
our bills and hire someone to help take some of the |oad off of
Rick. At this point it is only a dreamto be sonewhat
profitable, to pay the bills that cone in every nmonth, and to
be able to rest easy knowing all is good at Adamscows Dairy.
Things aren't good. W are a loving, supporting famly that
wor ks everyday to carry on a famly tradition. Qur plan was,
and still is, for Rick to mlk the cows hinself for a few years
until we are mlking enough cows to justify hiring a
mlker/calf feeder. At the current mlk pricing systemthrough
CDFA, there is no way we will ever reach that point yet.

Today is Veteran's Day, a day that hold | hold very
dear to ny heart. It honors people |like nyself, a Veteran who
proudly served in the United States Arny. It honors their
sacrifice so wlling and determned to protect this great

country fromforeign and donestic issues. Howironic that |
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testify today regarding a domestic issue, sharing the sacrifice
and determnation nmy famly gives each day to survive in the
face of economc hardship to maintain a dairy that is not paid
a fair price for the mlk we produce. It should not be a
burden we have to bear. | will continue to pray and hope that
soneday things will get better.

Thank you for hearing ny famly dairy farmstory.

Respectful ly,

M chel | e Adans.

JUDGE CLIFTON: M. Frisius, | would Iike you to make the
change that Ms. Adans suggested on page 3, the first ful
paragraph, up three lines, we're just going to insert the word
"has". So that will read, on that line "dairy that has
everything tied up in the farm"™ Thank you.

Ms. Adans, this is a remarkabl e document and | thank
you very much

M5. ADAMS: It is very heartfelt.

JUDGE CLIFTON: | would like to invite questions of
Ms. Adams. M. Beshore, would you begin, please?

CROSS- EXAM NATI ON
BY MR BESHORE:
Q Marvin Beshore. Thank you, M. Adans for your
testimony. |'ve just a question or two.
One of the factors, one of the things that the United

States Departnment of Agriculture is to consider in nmaking their
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decision at this hearing is how the decision woul d i npact
smal |, what are called small businesses, as defined by the
Smal | Business Admnistration in DC, for dairy farns that is an
entity that has a gross revenue, annual gross revenue of |ess
than $750,000, | think, if I got it right. |s the Adanscows
Dai ry have a gross inconme of |ess than $750, 000?

A Yes, it does.

Q Howis your mlk fromyour dairy narketed? Were you
ship your mlk?

A, W ship to Land O Lakes and the technical aspect of
that, | would not be able to answer that question.

Q That's fine.

A, W ship to Land O Lakes. | know we nake terrific
butter.

Q No doubt about it. Thank you very much. That's all
Thank you.

JUDGE CLI FTON:  Wio next has questions for Ms. Adans?

MR RICHVOND: Bill Richnond, USDA. Ms. Adans, we j ust
really want to thank you and your famly for comng. W
appreciate it. It helps us a |lot.

M5. ADAMS: Thank you. | think it is inportant for you
guys to see a face of the famlies that work very hard to
produce the mlk that this state has, and we are a very uni que
entity in California, where we have 85 cows, and everything we

do on our farmis, we do everything on our farm The only
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thing we hire is we have a guy conme up and pick our hay up. W
bal e our hay, we chop our corn, we mlk our cows, because
financially it was the only way for us to survive, and we're
really struggling to do that. So thank you

MR, RICHMOND: Thank you.

JUDGE CLI FTON:  Who next has questions for Ms. Adans?

MR. ADAMS: Who is your favorite husband?

M5. ADAMS: That woul d be you, the only one | have.

JUDCGE CLIFTON. May | presunme that you are R ck Adans?

MR. ADAMS: |'m Rick Adans.

JUDGE CLIFTON: Well, | love your famly.

M5. ADAMS: Thank you. Very proud of them

JUDGE CLI FTON:  And we al so want you to have a | ess
desperate day.

MS. ADAMS: Well, it's my day because |'ma Veteran, so I'm
going to enjoy the rest of it.

JUDGE CLIFTON: | would like to just ask, | nmeant to do
this earlier, would the Veterans in this room pl ease stand?

Do you have anything el se you would |ike to add,

Ms. Adans

M5. ADAMS: No, | think I'"'mgood. | appreciate all of your
time today in hearing nmy story.

JUDGE CLI FTON: Thank you so much. Is there any objection
to the admission into evidence of Exhibit 158? There is none.

Exhibit 158 is admtted into evidence.
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(Thereafter, Exhibit Nunber 158, was
received into evidence.)
JUDGE CLI FTON:  Thank you so nuch, Adans Fam |y
M. Adans, you may cone forward. M. Frisius, I'mgoing to
mark the document currently being distributed as Exhibit 159.
(Thereafter, Exhibit Nunber 159, was
mar ked for identification.)
JUDGE CLIFTON: So the question is, do we need a break?
No, she's good. It's alnost 4:20. [I'Il swear you inin a
seated position. Al right. Please raise your hand if you
still do not have a copy of Exhibit 159. It is also entitled

at the top Adanscows Dairy, but this one is show ng R ck Adans

at the end.
All right. It appears the docunments have been
distributed. [I'll swear you in, M. Adans. Wuld 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?

MR ADAMS:  Yes.

JUDCGE CLI FTON: Thank you. Please state and spell your
nane.

MR. ADAMS: R ck Adams, R I-CGK A-DAMS.

JUDGE CLI FTON: Thank you. You may proceed.

MR. ADAMS: Thank you for your time and for holding this

hearing. M nane is R ck Adanms of Adanscows Dairy in Laton
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California. Qur famly dairy operation strongly supports
California joining the Federal MIk Marketing Order system so
nmuch that three nenbers of ny famly are testifying here today.
W are all here testifying in support of Proposal 1 put forward
by the State's Cooperatives, CD, DFA and LOL.

| want to begin by describing our dairy operation. As
a Land O Lakes nenber-owner m | king under 100 cows, we are
definitely one of the smaller dairies in the state, given that
the average herd size is now nore than 1200 cows. W are a
smal | dairy farmand grow our own forages with famly | abor
doi ng many of the mlking, feeding, and farm ng operations.

Gven the failure of our systemto pay a price that is
inline wth prices paid across the Federal Order system --

JUDCGE CLI FTON: Let ne have you read that one again, you
l eft out one word.

MR. ADAMS: Gkay. |I'msorry. Gven the failure of our
state's systemto pay a price that isinline with prices paid
across the Federal Order system dairy operations in our state,
both large and small, continue to question whether or not they
can afford to continue producing mlk in our state. W are
guota owners and have made that investnent in an effort to
reduce our risk. W are in support of maintaining the quota
systemas it is, and are adamantly opposed to nodifying the
programin any way.

As an older, smaller dairy farm we realize that we
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have uni que chall enges in today's econom c | andscape, and that
is why we do everything we can to cut expenses, including
elimnating hiring customoperators. It sinply isn't possible
for us to pay these costs. |If fact, when ny son was 11 years
old, he started driving his own silage truck when we chop our
silage. W struggle to survive wi thout bank | oans because we,
as a famly farm refuse to | ose what ny dad and grandpa before
hi m wor ked so hard to achieve. So --

JUDGE CLIFTON: | just want you to read that sentence one
nmore time, please. W struggle.

MR. ADAMS: We struggle to survive w thout bank |oans
because we, as a famly farm famly dairy farm refuse to | ose
what nmy dad and grandpa before himworked so hard to achieve.
So my wife's teaching incone is, in the short run, continually
bei ng used to keep our dairy in operation. This is not a
pl anned busi ness strategy and not one we can maintain
| ong-term

Under our state system when California Department of
Food and Agriculture Secretary Ross denied our petitions to
increase our prices so that they are in line with the Federa
Order system one of the things she clainmed was that she
couldn't provide such an increase because of her concern about
the small cheese makers. No such concern has been given to
snmal | dairy operations like mne, and | do not, | don't agree

that mlk pricing regulations should be driven by the possible
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i mpact on small cheese nakers. One of ny biggest frustrations
has been the fact that CDFA regul arly publishes cost of
production reports, and these reports clearly show that our
costs are well above our prices we that we receive.

In conclusion, I would like to thank you for your tinme
and inplore the USDA to adopt the Cooperative's proposal so
that dairy farners in California are paid prices that are in
line with the Federal Order system

One last closing thought. President John F. Kennedy
was once quoted as saying, "The farnmer is the only man in our
econony who buys everything at retail, sells everything at
whol esal e, and pays the freight both ways.”" Well, | agree with
sentinent, but | would like to take it, but | want to take it
one step farther. As California dairy farners, we are here
pl eading for our mere survival. Wile it is off of our backs
that cheese nmakers with benefit packages and 401k's are telling
us they can't afford to pay us what we deserve. It seens
obvious to me that when they are crunching nunmbers, their only
concern is their profitability, rather than giving any concern
to whether ours or any other dairy can survive on the bargain
basement prices they claimthey can afford to pay. Makes ne
one, why can other western cheese processors in the Federal
Order afford to pay Federal Order prices, but California's
can't?

Thank you for the opportunity to testify here today.
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Ri ck Adans.
JUDGE CLI FTON:  Thank you, M. Adans.
MR. ADAMS: Sorry | didn't make you cry.
JUDGE CLIFTON:  Your wife did, that was enough
So this is Day 35, and yet your wife's testinony, your
son's testinmony, and your testinony give us yet another new
look. And | really appreciate this. Thank you.
| would Iike to invite questions. Wwo would like to
begin. M. Beshore. Thank you.
CROSS- EXAM NATI ON
BY MR BESHORE:

Q Thank you, M. Adanms. Marvin Beshore.

One of the itenms that you nentioned that, in addition
to the information your famly nenbers have provided, is the
quota ownership. | would just like to ask you about that.
Have you tell us about that. Approximtely how much quota do
you own? What portion of your production does it cover, and
can you tell us how you came to own it, when you acquired it,
what your investnent thought was?

A Well, we actually, when ny dad sold the cows we bought
the quota fromhim \Wen he sold the cows, we knew we were
goi ng back into business. So we bought his quota, and our plan
was to fully utilize that quota nuch shorter order than we have
now. W actually have about 200 percent of our utilization. W

have way nore, our plan was to grow into that production, and
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ci rcunmstances haven't allowed it. So we're making ny dad
paynents that we cannot utilize the full ownership of the
quot a.

Q So your production doesn't reach your quota anount
ri ght now?

A, No.

Q Gkay. \Very good. Thanks again for comng. |
appreciate that.

A, Thank you.

JUDGE CLI FTON:  Wio next would like to ask questions of
M. Adans, | should say M. R ck Adans.

MR. LANTZ ADAMS: Wo is your favorite child?

MR. RICK ADAMS: The one with the | ast name Adans. | just,
you know, this is not something | had prepared, but, you know,
we are a very committed little tiny dairy farmfanmly, and you
know, ny wfe says that, you know, when she conmes out |'m
always smling. Wll, | hope you guys recogni ze that with a
famly like I have, how can | not smle?

JUDGE CLI FTON:  You are making me cry now. \Wo next has
questions for M. Adams? M. My?

M5. MAY: W don't actually have any questions. However,
we just wanted to thank you very nmuch for com ng and bringing
your famly with you today to | et us know what your dairy
experience is. It helps us with, like I told your son, to make

our decisions, so, or our recomendations. So thank you very
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much.
MR. ADAMS: Thank you guys, we really appreciate it.
On behalf of nmy industry, | thank you.

JUDGE CLI FTON: Does anyone have any questions of M. Rick
Adanms before you determ ne whether you have any objection to
the adm ssion into evidence of Exhibit 159? No one. Are there
any objections to the adm ssion into evidence of Exhibit 1597?
There are none. Exhibit 159 is admtted into evidence.

M. Adans, thank you again.
(Thereafter, Exhibit Nunber 159, was
received into evidence.)

JUDGE CLIFTON: Are there any other producers, dairynen,
dairy persons, dairy farmers, who would like to testify now?
Let's take three minutes while we say good-bye to the people
who are departing and then we'll get right back to work.

Pl ease be ready to go at 4:31.

(Wher eupon, a break was taken.)

JUDGE CLIFTON: We're back on record at 4:33. A docunent
is being distributed, two docunents are being distributed.

Ms. Wulin, shall the testinmony of Sue Taylor, Part 3, be our
next exhibit nunber?

M5. VULIN  Yes, please, your Honor, | believe Exhibit 160.

JUDGE CLI FTON: Yes, that's what | have. M. Frisius, do
you agree, this will be Exhibit 160, that is the Testinony of

Sue Taylor, Part 3.
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M5. FRISIUS: Yes.

JUDGE CLIFTON: Al right.

(Thereafter, Exhibit Nunmber 160, was
mar ked for identification.)

JUDGE CLI FTON: And then the numerous docunents, | see that
| have right at the top of the first page a blank where | can
put in the exhibit nunber. 1'll put in there 161, 161.

(Thereafter, Exhibit Nunmber 161, was
mar ked for identification.)

MS. VULIN  And, your Honor, some of these are stapled a
little bit separately just for convenience of printing, but
this is intended to be one entire exhibit together

JUDGE CLI FTON: Very good. Ms. Taylor, you remain sworn.
Wul d you again state and spell your name?

MS. TAYLOR Certainly. Sue, SSUE Taylor, T-A-Y-L-OR

DI RECT EXAM NATI ON
BY M5. VULIN:

Q Now, Ms. Taylor, before we begin, we had intended for
you, probably too optimstically, to get on the stand a bit
earlier today; is that correct?

A. Correct.

Q And in doing so, we thought that M. Bl aufuss could
assi st in any additional questions so that we mght be able to
provide the USDA with as nuch information as possible, correct?

A. That's correct.
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Q But with the timng of your getting on the stand now,
and M. Blaufuss having to return to work, he will be unable to
join you on the stand today, correct?

A. That's correct. And in light of that, | would like to
strike the final sentence of the first paragraph.

Q The sentence reading, "Rob Bl aufuss of Dean Foods has
joined nme on the witness stand to assist with potenti al
questions related to Class | or II.

A, Correct.

JUDCGE CLI FTON: Ms. Frisius, do you see the sentence we're
to strike?

M5. FRISIUS: Yes.

JUDGE CLI FTON: Thank you. And that is the |ast sentence
of the first paragraph of Exhibit 160. M. WVulin?

M5. VULIN  Ckay.
BY M5. VULIN:

Q Gkay. M. Taylor, I'lIl ask now that you pl ease read
your statement into the record.

A 1'mSue Taylor. | previously testified at this
proceedi ng on behal f of Leprino Foods. Today, |'mtestifying
on behalf of Dairy Institute and ny testinmony is focused
specifically on the regulated mlk price inpacts of the Dairy
Institute proposal, Proposal 2.

Attached are tables that show the cal cul ated m ni num

regul ated prices resulting fromthe application of the
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Proposal 2 (Dairy Institute) fornulas documented in Attachnent
Ato the commodity prices that existed over the ten-year period
from January 2005 through Decenber 20 -- that should be '14

i nstead of 2015.

JUDGE CLIFTON. Al right. And Ms. Frisius, do you see
that change for the record copy, third line down of the second
par agr aph?

M5. FRISIUS: Yes.

JUDGE CLI FTON: Thank you.

MS. TAYLOR This analysis does not capture the adjustnents

that woul d be expected -- and please strike "to" -- in the
mar ket pl ace, including changes in the commodity prices that
woul d occur as mlk allocation adjusts due to increased
conpetition across a manufactured product conpl exes of cheese
versus butter and dry mlk. Additionally, the analysis does
not include adjustments that would Iikely occur in over order
prem uns.

Throughout the tables | refer to the two nethodol ogi es
for evaluation of other solids in the ass IIl fornula as "dry
whey" referring to the proposal, as nodified, contained in the
“Notice of Hearing" or "liquid WPC' referring to the
alternative proposal that was submtted to USDA in the May 27,
2015, letter to the Departnment and is also under consideration

at this hearing.

The following is a brief description of the tables:
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BY M5, VULIN:

Q So now, Ms. Taylor, we'll have you go through and read
this brief description but then we're going to back and dig
into the tables together so we can get into sonme of the data.

A Yes.

* Attachnent B, Table 1. Cass IlIl, Cass IV, pricing
factors.
* Pages 1-3 shows the Proposal 2:
* Western pricing factors cal cul ated based upon
the default value formulas in the left table;
*  NASS/ NDPSR/ AMS pricing factors currently in use
in the Federal MIk Marketing Order systemin the
m ddl e table; and
* California State Order commodity prices in the
ri ght table.
* Pages, and replace 5 wth 4 -- pages 4-6, show
the Proposal 2 Western pricing factors |ess:
*  NASS/ NDPSR/ AMS as appropriate, pricing factors
currently in use in the Federal MIk Mrketing
Order systemin the left table; and.
* California State Order commodity prices in the
right table.
* Attachnent B, Table 2: Advanced Pricing Factors
* Pages 1-3 show the Proposal 2:

* Western advanced pricing factors cal cul ated
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based upon the default value formulas in the |eft
t abl e;

*  The NASS/ NDPSR/ AMS advanced pricing factors
currently in use in the Federal MIk Marketing
Order systemin the mddle table; and

* California State Order advanced pricing factors
for dass | in the right table.

JUDGE CLI FTON:  Now, we have gotten to the bottom of page 1
and | just want to coordinate with Ms. Frisius. M. Frisius,
you did strike, as requested, the "TO' in the fourth line of
par agraph 2?

M5. FRISIUS: Yes.

JUDGE CLI FTON: Thank you. And with regard to the first
inset in the bottomhalf of the page, you did strike the nunber
5 and insert the nunber 4 for the pages?

MS. FRISIUS: Correct.

JUDGE CLI FTON:  Thank you.

M5. TAYLOR And we'll have another correction i mediately.

The top of page 2. As | reprinted and tried to resize
some of these tables, the nunber of pages that the tables ended
up on got noved around. So the top of page 2:

* Should be pages 4 to 5, rather than 5 to 6, show the

Proposal 2 advanced pricing factors |ess:

* AMB advanced pricing factors currently in use

in the Federal MIk Marketing Order systemin the
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*

111

left table; and
* California State Order advanced pricing factor

in the right table.

Attachment B, Table 3: dass IV Pricing |npact

*

*

Pages 1-3 show the Proposal 2:
* Cass IV component and hundredwei ght prices
under Proposal 2 in the left table;
* (dass IV conponent and hundredwei ght prices
restated based upon current price formulas adopted
in Cctober 2008 in the mddle table; and
* (O ass 4a conmponent and hundredwei ght prices
usi ng the nost recent permanent formnulas
(August 2012) under the California State Order in
the right table.

Pages 4-6 show the Proposal 2:
* (Cass IV prices less Cass IV component and
hundr edwei ght prices restated based upon current
price formulas adopted in Cctober 2008 in the
Federal M1k Marketing Order systemin the left
t abl e; and
* ({ass 4a conponent and hundredwei ght prices
usi ng the nost recent permanent formnulas (August
2012) under the California State Order in the

ri ght table.
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Attachnent B, Table 4. Cass IIl pricing inpact
* Pages 1-3 show the Proposal 2:

* (Cass Il conponent and hundredwei ght prices
under both the dry whey and |iquid WPC ot her
solids valuation proposals in the left table;
* Cass Il conmponent and hundredwei ght prices
restated based upon current price fornulas adopted
in Cctober 2008; and
* (O ass 4b component and hundredwei ght prices
usi ng the nost recent permanent fornulas (August

2012) under the California State Order in the

right table.
* Pages 4-6 show the Proposal 2 Class Il prices |ess:
* Cass Il conmponent and hundredwei ght prices

restated based upon current price formulas adopted
in Cctober of 2008 in the Federal M Ik Marketing
Order systemin the left table; and
* (O ass 4b component and hundredwei ght prices
usi ng the nost recent permanent fornulas (August
2012) under the California State Oder in the
right table.

Attachment B, Table 5: dass Il Pricing |npact

* Pages 1-3 show the Proposal 2:

* Cass Il component and hundredwei ght prices

under Proposal 2 in the left table; and
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* Cass Il component and hundredwei ght prices
restated based upon current price fornulas adopted
in Cctober 2008 in the right table.
* Pages 4-6
* Weighted dass 2 and 3 conponent and
hundr edwei ght prices using the nost recent
per manent formnulas (August 2012) under the
California State Order. This table consolidates
the California price across Classes 2 and 3 by
wei ghting a sinple average of the Northern
California and Southern California Cass 2 prices
wth a statewide Oass 3 price based upon tota
solids utilization
JUDGE CLIFTON: Now, let nme interrupt, we're at the top of
page 3, shall we add to the record copy the word "California"?
M5. TAYLOR  Yes, please.
JUDGE CLIFTON: Al right. You see where she read that,
Ms. Frisius, where we're in the top topic and we're down about,
| don't know, seven lines, and we see the |ine begins "by
wei ghting a sinple average of the Northern California and
Sout hern" and that's where we insert the word "California".
M5. FRISIUS: (kay.
JUDGE CLI FTON: Thank you.
MS. TAYLOR * Pages 7-9 show the Proposal 2, Cass |

prices |ess:
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*

* Cass Il component and hundredwei ght prices
restated based upon current class formulas,
excuse nme, that should be current price fornulas,
adopted in Cctober 2008 in the Federal M|k
Marketing Order systemin the left table; and
* Weighted dass 2 and 3 conponent and
hundr edwei ght prices using the nost recent
per manent formnulas (August 2012) under the
California State Order in the right table.
Attachnent B, Table 6: Cdass | Pricing I|npact
* Pages 1-3 show the Proposal 2:

* (Cass | conponent and hundredwei ght prices
under both the dry whey and |iquid WPC, other
solids valuation in the left table. Actually, it
is the entire table.

JUDGE CLI FTON: How shoul d we have this witten?

M5. TAYLOR | would strike left?

JUDCGE CLI FTON: Do you see where she is, Ms. Frisius?

M5. FRISIUS: Yes.

JUDGE CLIFTON: We're just striking the word left.

M5. TAYLOR  Pages 4-6 show the:
* FMMO O ass | conmponent and hundredwei ght prices
restated based upon current price formnulas adopted
in Cctober 2008; and

* The CDFA O ass 1 conmponent in hundredwei ght
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prices using the nost recent permanent fornulas
(August 2012) under the California State Order in

the right table.

M5. VULIN. And just to clarify, you want to include right

tabl e there?

M5. TAYLOR  Yes.

M5. VULIN.  Ckay. Thank you.

M5. TAYLOR  Pages 7-9 show the Proposal 2 Cass | base

conponent in

hundr edwei ght prices |ess:
* The dass | base conponent in hundredwei ght
prices restated based upon current price fornulas

adopted in Cctober 2008 in the FMMO in the left

tabl e; and
* The California differential Cass 1 -- strike
differential fromthat -- the California Class 1

conponent in hundredwei ght prices, using the nost
recent permanent formulas (August 2012) in the

ri ght table.

JUDCGE CLI FTON: Let ne stop you there. Ms. Frisius, do you

see where to

strike differential?

MS. FRISIUS: Yes.

JUDGE CLI FTON: Thank you. Continue on the very bottom of

page 3.

M5. TAYLOR It is inportant to note that this is a bit of

an appl es and oranges conparison, since the Proposal 2 Cass |
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prices represent the Cass | base prices to which the O ass
differential ($1.80 per hundredweight in Northern California,
and $2. 10 per hundredwei ght in Southern California) are added
to determne the Class | price. 1In contrast, the California
State Order does not apply a discreet differential for Class 1
price -- that should be prices, plural -- and the price is

i nclusive of all value.

JUDGE CLIFTON:  And Ms. Frisius, you will just nake the
word "price" at the end of the fourth Iine on page 4 "prices".

M5. FRISIUS: Ckay.

JUDGE CLI FTON: Thank you.

M5. TAYLOR In addition to the adjustments that will occur
in the Proposal 2 pool related to the conformance of the
application of pricing and pooling consistent with the bal ance
of the Federal M Ik Marketing Orders, the pool revenue from
Cass | wll be enhanced by the additional volume that is
currently exenpt frompool obligation through the Type 70
producer - handl er exenption under the California State O der.
BY M5, VULIN:

Q Thank you, Ms. Taylor. In the first sentence of that
| ast paragraph you added the word "the" before "conformance”
“related to the conformance of the application.” |'mnot sure

if that changes the neaning, but wanted to check wth you.

A 1'll take input from people who are better at grammar
than me. |'mnot sure it nmakes any difference.
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Q | didn't think so, but just wanted to confirm So

Ms. Taylor, thank you for your statenment today.
| note that we only have about ten mnutes left, so |

think I would just like to introduce Exhibit 2, but refrain
fromdigging into sonme of the details since | think that's
going to be clearer if we can do it all at once rather than
pi eceneal here and then begin again tonorrow norning, with your
Honor's perm ssion

JUDGE CLIFTON: Certainly. | would like her to tal k about
Attachment Ato the Exhibit 160, just to say what it is.

MS. TAYLOR Certainly. Attachment Ais a summary of the
Dairy Institute Proposal 2 class price fornulas as they have
been anended t hrough the hearing process. And so as you may
recall during ny testinony, the make all owances were anended
for the nmarketing and adm nistrative adjustnent that's
incorporated in the current Federal O der make al | owances, so
they will vary from Dr. Schiek's testinony, | believe, by that
anmount .

MS. VULIN But otherwise, the forrmulas are identical to
what he had in his testinmony?

MS. TAYLOR | believe so.

BY M5. VULIN:
Q Thank you, Ms. Tayl or
So Attachment B is a series of six tables reflecting

pricing factors under different approaches of determning the
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price; is that correct?

A, Correct. It was ny attenpt to calculate the class
prices under the Dairy Institute proposal and conpare themwth
the prices that would be generated under the identica
commodity prices historically under the current Federal O der
formul as, and al so conpare themversus the class prices that
woul d be generated under COFA's m |k price fornulas. And in
both the federal conparison and in the state conparison, we
conpared themwi th the class prices that woul d be generated
under the nost current permanent formulas. So, for exanple,
the California conparison would not include the tenporary price
adj ustment that currently is deployed by CDFA

And in the case of California, or the Federal Orders, |
believe that in many of these class prices there was a fornul a
change that occurred in Cctober 2008, so we woul d have restated
the prices before that to use the sane fornula that was
i npl enented in Cctober of 2008.

Q And all of these prices are historical |ooking,
correct?

A, Correct.

Q Gkay. And you prepared all of these tables or oversaw
i ndi vi dual s who hel ped with the preparation?

A Yes.

Q Thank you, Ms. Taylor. | think I will reserve the

remai nder of ny questions, unless there's anything el se
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prelimnary you would like to add, Ms. Taylor, until tonorrow
nor ni ng.
A, That's fine.

JUDGE CLI FTON: Ms. Taylor, this nmeans you did not get out
of here in time to nmeet the obligations that you have. |'m
sorry.

M5. TAYLOR  Thank you.

JUDGE CLIFTON: Al right. M. English, do you want to
give us a preview of tonmorrow, or Ms. Vulin, do you want to
give us a preview of tonorrow?

M5. VULIN  You will get to see nme again tonorrow and
Ms. Taylor. And we will be finishing this up in the norning
and then -- we hope -- and then | think other than a few snall
kind of wap up matters that we might have, we will be
concluded with presenting our case, absent rebuttal.

MR. ENGLI SH: Absent any rebuttal on Proposals 3 or 4, and
of course, we are, you know from yesterday's di scussion and
today' s discussion, at sone point, and not tonorrow, and I
suspect not Friday, Dr. Schiek will, we expect, return to speak
to the issues addressed in that discussion.

JUDGE CLI FTON: Thank you. And | persist in ny request for
it. | thank you.

MR. ENGLI SH:  Fi ne.

JUDGE CLIFTON: Al right, then. M. Hancock?

MS. HANCOCK: So we have another, tonorrow we have anot her
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producer-handler. 1t's nuch shorter. It is a producer-handl er
and his cost accountant, it's nuch shorter but he'll be the one
that gives us the calculation, but they do have to | eave by
3:30 to get back to town for another neeting that they have.
And then they are not available on Friday, so |I'm hoping that
we can get himon and off.

And then we have G no Tosi who will provide Federa
Order | anguage for the producer-handlers, then he will go sit
down quickly in the seat, to hop back up to provi de Federal
Order language for Ponderosa. And then we are out of w tnesses
tonorrow. Those are the only three that we will have
avai |l abl e.

W will only have one nore after that, and that will go
on on Friday, and that's Ted DeGoot. And he will testify on
behal f of the California Producer Handl ers Association, sit in
a seat really quick, pop back up, and tal k about Ponderosa, and
then we are done.

JUDGE CLIFTON: So, M. Beshore, you had anticipated that
by Friday you might need to go forward with your rebuttal or
anyt hing el se that you wanted to put on in response to what we
have gotten so far. So it appears that may be true. Al
right.

Does anyone el se have anything byway of announcenents?
W, | presune, can |eave everything in this room overnight.

That's very hel pful. Good. Anything else?
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No. Al right. It appears that's all we need to
announce at this point. So I'll see you tonorrow norning. W
go on record at 9:00. Now, we go off record at 4:56.
(Wher eupon, the evening recess was taken.)
---000---
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