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MONDAY, NOVEMBER 16, 2015 - - MORNI NG SESSI ON
JUDGE CLI FTON: W're back on record on Novenber 16, 2015.

It is a Monday. This is Day 38 of the mlk hearing. W are in
Fresno, California.

My name is Jill Cifton. I1'mthe United States
Admi ni strative Law Judge who is assigned to take in the
evidence at this hearing. | would like to take appearances
now. | would |Iike each of you to conme to the m crophone and
identify yourself. 1It's helpful if you say not only who you
are and who you work for, but what your job is.

l'"mgoing to have ny fellow United States Departnment of
Agricul ture enpl oyees go first, and whether you are actively
participating or observing, | would like you to cone forward.
And then after the USDA enpl oyees, | would |like the proponents
and opponents, and then other participants to do |ikew se.

Let me talk to you a little bit about this mcrophone.
W will get very bad feedback if you don't talk right into it.
And so you need to speak |oudly enough and talk right into it
so that the sound man does not have to increase the vol une,
whi ch woul d increase the feedback fromthe speaker that's very
near the mcrophone. Al right. You nay proceed.

MR. FRANCIS: Good norning, WIlliam Francis, Agricultura

Marketing Service, USDA Dairy Prograns, Dairy Marketing
Speci al i st.

M5. MAY: Good norning, Laurel May with USDA AMS Dairy
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Program |'ma Marketing Specialist with the Dairy O der
Formul ati on and Enforcenent D vision.

M5. ELLIOIT: Hello, ny nane is Panela Elliott,
E-L-L-1-OT-T, | ama Marketing Specialist wth the USDA AVS
Dairy Program

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

MR HLL: Good norning, Brian Hll, also an Attorney with
the Ofice of the General Counsel.

M5. DINH  Mai Dinh, MA-1, DI-NH |[|'mAssistant General
Counsel in the Ofice the General Counsel.

MR. VIERRA: (Good norning, Brad Vierra, V-I-E-R- R A, on
duty with the Federal Market Admnistrator's Ofice in Dallas,
Texas, Order 126.

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

M5. COALE: Good norning, Dana Coale, GO A L-E, Deputy
Adm nistrator with Dairy Progranms, Agricultural Marketing
Service, U S. Departnent of Agriculture.

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

BE-SHORE, Attorney for the Proponents of Proposal
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Nunmber 1, California Dairies, Inc., Land O Lakes, Inc., and
Dairy Farmers of Anerica, Inc.

MR. SCHAD: Good norning, ny name is Dennis Schad,
SSCHAD I'mthe Director of MIk Sourcing, Northeast,

Land O Lakes.

MR, HOLLON:  Hello, Elvin Hollon, E-L-V-I-N, HOL-L-ON,
Dairy Farmers of Anerica, Agricultural Econom st.

MR. GARBANI: Pete Garbani wth Land O Lakes.

MR, ERBA: FEric Erba, EERI1-C, EERB-A wth California
Dairies, Senior Vice President and Chief Strategy O ficer.

MR, ENG.I SH:  Your Honor, good norning. Chip English,
EENGL-1-SH Attorney with the law firmof Davis, Wight,
Tremaine, with ny office in Washington, DC, and |I'm here on
behal f of the Dairy Institute of California, Proponents of
Proposal 2.

M5. VULIN. Good norning, Ashley Wwulin, ASHL-EY V--
as in Victor -- UL-I-N, also an Attorney with Davis, Wight,
Tremai ne, representing the Dairy Institute of California.

DR. SCH EK: Good norning, WIliam Schiek, SCGHI-E-K
Economi st with the Dairy Institute of California.

MR DeJONG Janes DeJong, D-e, J-OONG Dairy Policy and
Econom ¢ Anal yst for H | mar Cheese, dairy farner-owned
manuf acturer of cheese, whey, and m |k powder.

MS. HANCOCK: Nicol e Hancock, an Attorney with Stoel Rives

representing the California Producer Handl ers Associati on and
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Ponder osa Dairy.

MR. VANDENHEUVEL: Good norni ng, Rob Vandenheuvel,
V-A-ND-E-NHE-UV-E-L, with the M|k Producers Council.

JUDGE CLI FTON: Is there anyone who has not yet conme to the
podi um who expects to testify today? If so, would you please
cone forward and tell us who you are?

MR. AIRCSQO Good norning, Joey Airoso, J-OE-Y,
Al-ROS-O and I'mhere representing Airoso Dairy Fam |y farm
| ocated in the Southern San Joaquin Vall ey.

MR, BARCELLCS: Good norning, TomBarcellos, T-OM
B--asinboy -- ARGCE-L-L-OS, representing T-Bar Dairy.

MR. VAN STEYN. Good norning, Case Van Steyn. That's
C A S-E last nanme, V-A-N, space, S -T-E-Y-N, |'ma dairy farmer
i n Sout hern Sacranento County.

JUDCGE CLIFTON: Is there anyone el se who has not yet comne
to the podiumwho would like to conme forward and identify? |
see no hands. ©Oh, good, Ryan MItner. | was wondering if we
had no Ohi o peopl e.

MR- MLTNER  You have at |east one, your Honor.

Ryan MItner, MI-L-T-NE-R counsel for Select MIk Producers.

JUDGE CLI FTON:  Thank you. | would like for us now to go
to a very abbreviated portion of prelimnary matters and
announcenments. Only those necessary before we call our first
W tness, and that is because we have M. Hollon for such a

short tine this norning. M. Beshore?

7655

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XXXVIII Court Reporters



© o0 ~N oo o b~ w DN P

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

MR. BESHORE: Just very briefly. M. Hollon, our testinony
for today will start wwth M. Hollon, and M. Schad w ||
continue seam essly, pick up with Elvin's testinmony so we can
continue with full day. W also have expected a fourth dairy
farmer in addition to the three who are testifying who have
appeared so far to be here today to testify.

JUDGE CLI FTON: Thank you. Yeah, all of you, please, as
you approach, be very m ndful of your feet because there are
wires and tripod stands and the |like. Wen you cone forward to
testify, please step up onto this platformin the mddle
bet ween nmy desk and the witness desk. It will be the |east

dangerous place. M. May?

M5. MAY: | just have a couple of things to tell you about
this Event Falls -- the Falls Event Center. |It's a brand new
bui | ding, as you can tell, and they are still show ng the roons

to prospective custoners, and so we have been asked to kind of
confine our activities to this room although we have been
allowed to put the copier inthe roomto the ride behind this
room |f you need to nake copies you can go through the double
doors there and keep the doors closed so we don't hear it, and
make copi es back in there. The rest roonms are out this door in
t he back and around this hallway to the right, or you can go
out this way, so there, over there.

To access the Internet here, you just go onto the Falls

Guest, which should come up in your network browser choices,
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and there's no password for that. They are showing facility,
like |I said, so that's why we have been asked to keep the doors
cl ose and confine ourselves to this room

We did not bring a bunch of extra exhibits with us
today, so if you want to | ook for past exhibits, | checked this
norning we are up to Exhibit nunber 74 on the AVS Dairy
website. | can help you find that if you need to. Al so, just
one little thing. Pamand | discovered there are brakes on the
wheel s on your tables, so if you haven't figured that out yet,
you can set the brakes and that will keep your wheels from
rolling around, and that is all | think | have.

JUDGE CLI FTON: Thank you. We'll take nmore prelimnary
matters and announcenents after M. Hollon's departure. W
want to maximze the use of his time today. Al right.

M. Hollon, if you would cone forward.

MR. BESHORE: Your Honor, | would ask that two docunents be
mar ked as the next consecutive exhibit nunbers. First one,
Testinmony of Elvin Hollon, Fifth Statenent, Rebuttal. And then
t he second docunment, Exhibits of Elvin Hollon, Fifth Statenent,
Rebuttal, which has Exhibit Tables 9.A, 9.B, and 9.C. | would
ask that those two docunents be nmarked for identification with
t he next two consecutive nunbers, which | don't have any idea
what they are.

JUDGE CLIFTON: M. Elliott, | believe M. Hollon's Fifth
Statenent will be Exhibit 180. Do you agree?
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MS. ELLIOIT: That's correct.

JUDGE CLIFTON: Al right. W're marking that as
Exhibit 180. 180.

(Thereafter, Exhibit 180, was
mar ked for identification.)

JUDGE CLI FTON: And the Exhibits of Elvin Hollon, Fifth
Statenent, Rebuttal, wll be Exhibit 181. 181.

(Thereafter, Exhibit 181, was
mar ked for identification.)

MR. BESHORE: | would just note for everyone there were
sone references to CDFA Z, which is part of Exhibit 61 in his
testinmony, which mght be hel pful to have that potentially
avail able, and there's also references to Exhibit 64, and
Exhibit 20, which are prior statements and exhibits of
M. Hollon.

DI RECT EXAM NATI ON
BY MR BESHORE:
Q Wth that prelimnary, could you proceed with your
statenent, Exhibit 180, please, M. Hollon?

JUDGE CLIFTON: M. Hollon, you renmain sworn. Wuld you
again state and spell your nane?

MR HOLLON:  Elvin Hollon, E-L-V-1-N, HOL-L-ON

The Val ue of Regulating Interstate Transactions
We noted in our earlier testinony that one of the

reasons the Cooperatives initiated this proposal was to
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regulate all mlk that conpetes in the marketing area. Since
January 2009 --

Q You mssed the |ast clause of the first sentence.

A Ckay. I'Il start over fromthe beginning.

We noted in our earlier testinony that one of the
reasons the Cooperatives initiated this proposal was to
regulate all mlk that conpetes in the marketing area,
including interstate transactions. Since January 2009, data
publi shed by the California Departnment of Food and Agriculture
(CDFA) indicate an average of 54.5 mllion pounds of mlk per
month came fromfarns | ocated outside of the proposed narketing
area, and were nmarketed to processing plants |ocated inside the
proposed Order boundaries. The same data series indicates that
an average of 36 mllion pounds of milk per month is produced
inside the marketing area and sold to plants | ocated outside
the marketing area, including these volumes in the pool, wll
increase the blend prices by an average of 4 cents per
hundr edwei ght per nont h.

A California Federal M|k Marketing O der (FMMO will
enable this mlk to be fully pooled. Currently these mlk
novements escape regul ati on because the state cannot regul ate
interstate commerce. M1k delivered to Section 1051.7(a) or
(b) plants, whether the plants are |ocated inside or outside
the marketing area, will be fully pool ed.

At this point I'mgoing to stop the testinony and go
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over to the tables and go through how t hey work, and then come
back to the testinony.

Q So you are going to Exhibit 1817

A. CGoing to Exhibit 181. And I'll start with Table 9. A
and the purpose of Table 9. A there's a 9.A B, and C, and the
purpose of 9.Ais entitled Added Pool Value with M|k Produced
Qut-of -State and Marketed in California, included in the
Proposed FMMO Pool. This table conputes data from 2009 to
July of 2015. There are colums A through W

A and B are date references.

Colum Cis the volume of nonthly production entering
the state, and that conmes from CDFA Exhibit 61, Table Z

Colum D is the pounds of Class 1 as published in CDFA
Exhibit 61, Table Z

Colum Eis a Cass |, a Federal Oder Cass | price,
and that is taken from Exhibit 64, Table 5. A Colum D.

Colum F of the exhibit is a new value that is the
pounds of Class 1 mlk, tines the Class 1 price.

So these references and these steps are then repeated
for Federal Order Class Il, for a Federal Order dass Il
cal culation, which is colums G H and I.

The pounds of California dassified 2 and 3 are
conbined, to represent a Federal Order dass Il volune, that's
Col um G

The Cass Il price taken fromExhibit 64, Table 5. A
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Colum H, and the value in Colum | is pounds times price.

Colums J, K, and L repeat that process to establish a
new val ue for the Federal Order Class Il pounds.

And colums M N, and O would repeat the sanme process,
to conpute a value for Federal Order O ass |V pounds.

Col um P adds together all of the new val ues, those
resulting fromthe Class 1, Cass 2, Cass 3, and dass 4
cal cul ati on.

Now, for exanple, in January of 2009, that would result
in $11, 098, 335.

Colum Qis the estimated blend price that we made
earlier in the hearing that is taken from Exhibit 64, Table
5.C, Colum |, that's | abeled Top Line Estinated Federal M|k
Order Blend. So using the nethodol ogy that we use, we
established, again, earlier in the hearing and conputed what
woul d be a blend price wthout any of the out-of-state mlk
bei ng i ncl uded.

Table R woul d be the total pool that, of pounds that
were reported by CDFA. And again, Exhibit 61, Table D

Colum S says if we took that blend price that we had
conput ed before, multiplied by the pool pounds, we would get a
pool total dollars of $359, 547, 992.

If we take the new dollars that we created by
regulating the out-of-state mlk comng in, and add it to the

exi sting pool dollars, we get a new pool value that's in
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Colum T, that's 370, 646, 327.

We al so take the pounds that come with those dollars
and add theminto the old pool, that results in Colum U So
now we have new dol | ars and new pounds and a new esti mat ed
bl end price in Colum V of $11.39, and conparing new versus
old, an additional value of 10.8 cents.

So these steps are repeated for each nonth all the way
down through 2015. | would note that the | argest number on the
calculation is this nmonth, and then | ooking back at the data,
that was a nonth where the relationship of prices due to the
different timngs of the way they were put together resulted in
a pretty big nunber. As you just run your finger down those
colums you can see 2, 3, 4 cents worth of difference. And if
you | ook on Page 4 of this set up, there is a nonthly average
total dollars of an additional 10.2 mllion average per month
and an average per hundredwei ght of 2.9 cents.

Table 9.B. 1, in order to do the mlk frominside going
out, the data was not as nmuch available, so I'll address that
in the witten statenent. You needed a utilization factor in
order to do the same type of calculation | just outlined, so
absent any other data, we sinply took the data reported for the
pounds of mlk outside comng in as reported by CDFA, converted
those pounds to a utilization based on the shipnents, and that
would be in Table 9.B.1. So for exanple, in 2009, January, the

reported information yielded 67 mllion pounds and a break down
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of 1, 2, 3, 4a and 4b. And so colum, the colums | abel ed
Cass |, Cass Il, Cass Ill, and Class |V are sinply the
percentages that are derived fromthat cal cul ation
Finally, Tables 9.C do the sane type of calculation |

just described. The working through the colums are roughly
the sane. There are two differences, so | wanted to point out.
In Colum D, because we do, and I'Il -- | will cover this in
the testinony, we feel only one of the two prinary destinations
for that would be included in the California pool, so absent
any nore information, we sinply took half of the volume for our
estimate. And that plant is in the $2.10 differential zone, so
the dass | price in Colum E of Table 9.C reflects that added
val ue.

Q The rest of the calculations on C going across the
colums to Ware the same format as Table A

A. Correct. Same format, sanme nmethodol ogy. And so if you
get all the way over to Colum W you can see sone nonthly
estimates. And | ooking at Page 4, there is an additional
$3.4 million per month and an average of 1.1 cent per
hundr edwei ght addi ti on.

JUDGE CLIFTON:. M. Hollon, would you state again, please,
what this table shows that the first table does not show?

MR. HOLLON: Good question. The first table is the
attenpting to calculate the value of mlk |ocated outside the

state and marketed inside. The second table is attenpting to
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calculate the mlk frominside, but narketed outside.
BY MR BESHORE:

Q But which the testinony, as indicated, will be pool
part of the pool, if there's a California Federal O der.

A. That is correct.

Q Ckay.

A.  So back to the testinony on Page 2, subheading A
A MIlk Oiginating Qutside the Market and Delivered to
Processors Located Inside the Market

Exhi bit 61, CDFA, Table Z, details the data for mlk
originating outside the state and delivered to handl ers inside
the state. This data is reported by the receiving processors,
and is neither price nor pooled by the California State O der
(CSO. Monthly data is available on the total pounds received
and the usage by classification. Regulating this mlk in a
California FMMO woul d have resulted in an average blend price
I nprovenment of 2.9 cents per hundredwei ght for the period
January 2009 through July 2015.
Cooperatives Table 9. A (4 pages) "Added Pool Value with

M1k Produced Qut-of-State and Marketed in California Included
in the Proposed FWMO Pool" shows the nonthly cal cul ati ons we
made for the period January 2009 through July 2015.

1. Colums CGOare the result of multiplying the pounds by
class as reported by CDFA, by the respective FMMO cl ass prices

that we determ ned would apply for each nmonth, as noted in
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Exhibit 64, Table 5.A. Since we do not have exact pounds
delivered to specific plant |ocations, we used the weighted
average differential of $1.92 per hundredwei ght calculated in
earlier testinony for the dass | portion of this estinate.

The total sum of additional dollars accruing to the pool is
posted in Colum P.

3. The nmonthly FMMO bl end price we conputed in Exhibit 64,
Table 5.C multiplied by the existing total CDFA pool pounds
yields the total dollars available in the FMMO pool w thout the
"outside" mlk included and as shown in Colum S.

4. Adding the additional dollars gain (Colum P) to the
exi sting pool dollars (Colum S) and dividing by the existing
pool pounds plus the new pounds resulting from addi ng the new
mlk to the pool (Colum U) yields a new estimted blend price
(Col um V).

5. The difference gained from pooling the new volunes is
shown in Colum W For the 79 nonths shown, the average
increase is 2.9 cents per hundredwei ght. The smallest increase
was 3 cents of a cent, and the |argest 10.8 cents. The average
mont hl'y increase in pool revenues was $10, 213, 208.

B. MIlk Oiginating Inside the Market and Delivered to
Processors Located Qutside the Market

Additionally, an estimate can be made of the inpact of
m | k produced inside the state and marketed to a plant |ocated

outside the state, which is expected to be pooled. Two
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addi ti onal assunptions are nade for this calculation since the
avai l abl e data is not as conpl ete.

The pounds are avail abl e because of data fromthe
producer pronotion check-off program However, because the use
classification is not needed for that payment, it is not
avail able. W chose to use the sane classification that is
avai l able for mlk fromoutside the state, delivered to plants
| ocated in the state. This data is shown in Table 9.B
(3 pages), "Cassification Percentage of MIk Produced Qutside
of the State and Marketed in California."

The destinations of the mlk shipnents are generally to
the distributing plants owned by Dean Foods in Las Vegas,
Nevada, and the GH Processing and/or Sarah Farnms plants in
Yuma, Arizona. W have little know edge of other destinations
but acknow edge there may be sonme. W expect that the
Las Vegas plant will not be fully regulated in a California
FMMO, but one of the Yuma plants will be fully regulated. So
absent any significant additional information, we treated the
pounds as shipped equally to the two | ocations and estinmate
shipnents to the Arizona location only the total volume was
reduced by 50 percent.

Cooperatives Table 9.C (4 pages) "Added Pool Value Wth
M1k Produced in the State and Marketed out of California
Included in the Proposed FMMO Pool " details our estimate. The

process follows the sane pattern as done for the cal cul ati on of
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mlk delivered fromfarns |ocated outside the state to
processors |ocated inside the state with the foll ow ng
adjustments. The Class 1 differential in Yuma, Arizona of
$2.10 was used to calculate the added value of milk used in
Cass |I. California FMMO would result in an average blend
price inmprovenment of 1.1 cents per hundredwei ght. The small est
increase was 2 cents of a cent, and the largest, 3.6 cents.
The average nonthly increase in pool revenue was $3, 429, 333.
The pronul gation of a California FMMO results in a nore
orderly market. The California State Order cannot regul ate
these interstate transactions. Currently, the out-of-state
producers delivering to California plants are able to extract a
hi gher plant blend price than in-state producers serving the
sane market. Additionally, the costs of serving and bal ancing
the market are shifted to the in-state producers who are
regul ated by the State Oder. Simlarly, processors who
receive these mlk supplies are able to pay |ower prices than
their conpetitors, otherw se there would be no incentive to
purchase the supplies. Likewise, the mlk supply to an
out-of-state plant with the majority of its sales in California
that is not currently the California pool, will becone part of
the California pool. The creation of an FMMO W I | bring al
these transactions into the pool adding an estinated average of
4 cents per hundredweight to the blend price.

Q Very good. Thank you, M. Hollon. Do you have
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anything to add before we make you available for other
qguestions?

A. | do not.

Q Your Honor, I'd nove for the adm ssion of Exhibits 180
and 181 and M. Hollon will be available for cross-exam nation.

JUDGE CLI FTON: Thank you. Does anyone wi sh to question
M. Hollon further before determ ning whet her you woul d obj ect
to either Exhibit 180 or 181 being admtted? No one. |Is there
any objection to the adm ssion into evidence of Exhibit 1807
There are none. Exhibit 180 is admtted into evidence.

(Thereafter, Exhibit 180, was
received into evidence.)

JUDGE CLIFTON: |Is there any objection to the adm ssion
into evidence of Exhibit 181? There are none. Exhibit 181 is
admtted into evidence.

(Thereafter, Exhibit 181, was
received into evidence.)

JUDGE CLIFTON: Wio will begin the cross-exam nation of
M. Hollon? M. English?

CROSS- EXAM NATI ON
BY MR ENGLI SH.
Q Good norning, Chip English
Good norning, M. Hollon
A, Good norning, M. English. | see no green sheets so

that's a good thing. Al of your questions seemto originate
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from green sheets of paper.

Q | ranout. | don't think this wll take all that |ong.
But let's divide it up and talk first about the mlk
originating outside the market and delivered to plants in the
market. And | nostly want to note that the bottom of Page 3,
of Exhibit 180, in Paragraph 5, the average you provided that
appears on Exhibit 181 --

A Yes.

Q ~-- Page 4, is for the entire tinmefrane January 2009
t hrough the nost recent data available July of 2015, correct?

A, Correct.

Q And you referenced the largest difference and the
smal | est difference.

A Yes.

Q The smallest difference was in 2014; is that correct?

A | think so.

Q Ckay. The largest difference happened to have been in
January of 2009?

A, Correct.

Q Ckay. And in addition to the .003 that you referenced,
now | have lost it -- where was the .003? [|'msorry.

Just generally, you would agree that the nunber has
been going down, correct? | nean, you started at 10.8 and now
it averages in January of 2009, and nowit's 2.9. |If you did

an average over the last two years it would |ikely be average
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less than 2.9 cents, corrects?
A. | didn't do an average for the |ast tw years, and just

to answer the first question, February of 2011 was the .003.

Q Thank you.
A | did, fromnmenory, |ook at the average of each year,
and they were close, I'll use that term And | did note that

t he hi gh nunber appeared to nme to be a result of timng of
announced prices that for |ike Novenber/Decenber the prior into
January. So, and whatever the average is in the last year is a
matter of record.

Q Al right. | want to test nore the idea of the mlk
originating inside the market and delivered to processors
| ocated outside the narket.

A Ckay.

Q And your underlying assunption that the -- as | take
it, you know the nunber of pounds total produced in California
fromthe pronotion program is that correct?

A Yes.

Q And then we know from ot her --

A | will say that's -- that's a CDFA published nunber,
and that's ny understanding of howit is derived. | don't know
exactly how it is derived, but | knowit is related to sonmeone
collecting data for the pronotion program

Q And then you took that and you netted from ot her CDFA

data the pounds that we know are produced in California and
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received in California plants, correct? |Is that what you did?

A.  Say that again.

Q Wll, okay. So you, if you | ooked at that CDFA data --

A. That's the inside going out.

Q Yes.

A Yes.

Q And is that actually a nunber by itself or is that --

A Yeah.

Q =-- soit's not a derived nunber of total pounds
subtracting sone other pounds. It is a nunber that's actually

avai l abl e through CDFA?

A It is.

Q Do you have the source of that data?

A 1 do. | didn't, | neglected to read it, but it's on
the bottomof Table 9.C, Page 4. M apol ogi es.

Q That's okay. | just was trying to nove this through
pretty quickly, no apol ogy necessary. You are saying it's --

A It's not an easy find, | mght add, you have to go to
more than one click to get to it.

JUDCGE CLIFTON: On boy, this is very small. So what you
have at the bottomof that table is you have a website, and is
t hat what you are tal king about?

MR HOLLON: 1'Il read the footnote that's on that table.

This data is not in Exhibit 61. 1t can be found on the

regul ar CDFA web page. First, navigate to the follow ng |ink:
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https;//

JUDGE CLI FTON: (kay. So that's a colon --

MR HOLLON: ww - -

JUDGE CLIFTON: -- rather than a sem-colon, right?

MR HOLLON:  Correct.

JUDCGE CLIFTON: So a colon and then a couple of slashes.

MR HOLLON

www. cdf a. ca. gov/ dai ry/ upl oader/ posti ngs/ dat ast at s/

Once you are on that site, then ook to the Septenber Exce
table, or the archived statistical data tables. The data is
listed on the table Commercial MIk Production in California,
Production Entering and Leaving by Mnth.

JUDGE CLIFTON:. |I'mso glad you were able to find it and
share it with us.

BY MR ENGLI SH
Q Al right. So that, then, is the total product that
you listed in the first colum of Table 9.B.2; is that correct?
O Exhibit 18172
A, No, Table 9.B.2, Table 9.B --
['msorry.
If you go to Table 9.C
Al right.

> O > O

And Colum Cis the total pounds that could be found at
the location | just described.

Q And then --
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A, Colum C gave nme a total pound figure and | apportioned
it out by class using the assunption that the distribution from
this plant would be simlar to the distribution of
classification that was given fromthe outside mlk comng in.

Q Wich -- which gives it a pretty high percentage of

Cass 1 utilization?

A It does.

Q Ckay.

A, That data is in Table 9.B.

Q But it nonetheless it is an assunption, correct?
A It is.

Q And so, for instance, that mlk could include mlk that
ends up, for instance, at the United Dairynmen Arizona Powder
Qperations in Arizona, correct?

A, The, again, the classificationis 1, 2, 3 and 4, so
there woul d be sonme, whatever the allocation was. There was a
period of time over this 2009 to 2015 period, that that may be
true. | don't think that is any |longer true.

Q Ckay. But unlike, as you have testified, you know, the
reason why in your view, as | understand it, that the mlk from
out-of-state cones to the in-state is it gets a plant blend,
correct? Wich gives it economc value, correct?

A. Correct.

Q Ckay. You wouldn't necessarily have that same econom c

value for noving out-of-state if the mlk is being diverted for
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ot her uses, correct?

A.  You nean, wouldn't that, are you asking nme do | think
the inside mlk going out would have the sanme utilization?

Q Yes.

A M assunption is it would.

Q But wouldn't the economic notivations be different to
the extent that you don't get that plant blend the way you do
under California regul ations?

A Well, we don't know what it's paid, but we can only
assune that it's paid higher than if the farmdelivered to an
in-state plant.

Q But we have also heard sonme testinony that may excl ude
this testinony, that during this tinmeframe at tinmes when there
were issues with pricing or whatever, that mlk noved out of
California to other |ocations because of capacity issues,
correct?

A. Correct.

Q Okay. So now let me turn to the second part of the
assunmption. And in terns of how, as soon as even the
classification s correct what that inmpact would be, you
acknowl edge that the Las Vegas plant woul d not becone fully
regul ated, correct?

A. That's ny assunption.

Q Yeah. And, in fact, were you here when M. Bl aufuss

testified about where that m |k was nostly distributed? For
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t he packages?

A. | don't recall that. | don't think I was here during
t hat testinony.

Q The plant is located in Las Vegas, right?

A. Correct.

Q And the population center is down, in Nevada and
California, are pretty much higher in Nevada than they are in
California, correct? The population center for Las Vegas,
there isn't a lot of population Wst of the Nevada border in
California, West of Las Vegas, right?

A Yes, | would agree.

Q If the plant is not fully regul ated, your assunmption is
that that plant is going to be paying in under .76A, which is
the difference between the Class 1 and the blend, correct?

A | didn't nake any assunptions regarding that mlKk,
that's why | used half.

Q Ckay. Well, but if the mlk used the Wchita Option
that we have had a fair amount of discussion about, 76.B, there
actually woul d be no paynent into the California pool under
that, correct?

A. | think that's right.

Q That's all the questions | have, your Honor

JUDGE CLI FTON:  Who next has questions for M. Hollon?
Ms. Hancock?
CROSS- EXAM NATI ON
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BY MS. HANCOCK

Q M. Hollon, I"'mon Page 180 of your, or Page 5 of
Exhi bit 180, your prepared -- it felt longer than it was.
Exhi bit 180, Page 5. The second sentence in the |ast paragraph
says, "Currently the out-of-state producers delivering to
California plants are able to extract a higher plant blend
price than in-state producers serving the sane market."

Do you see that?

A |1 do.

Q You would agree with ne that those out-of-state
producers are not allowed to participate in the quota progranf

A. Correct.

Q And they receive no transportation benefits?

A, Correct.

Q So there's a downside to being on out-of-state producer
as well, right?

A. In that regard they don't get quota or transportation
so, yes.

Q And we've heard lots of testinony about how i nportant
quota is to producers --

A | have.

Q ~-- to their operations? ay. And under the
Cooper atives' proposal, they would not be able to receive that
quota or participate in the quota programor the transportation

al | ownances that are offered under the California State, under a
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California Federal M|k Marketing O der?

A, First, the participation in quota has no -- Proposal 1
doesn't grant or deny that, that's State pools. As far as the
transportation allowance, under our proposal now, there would
not be a transportation allowance for out-of-state mlk

| would Iike to back up to the earlier question you
asked me about benefits fromcomng to California. | think you
have to evaluate the answer to that in light of their
alternatives, and so they wouldn't get quota paynments or
transportation payments if they delivered to soneone who bought
their mlk in Nevada, either. So ny assunption is that they
are nmaking the best econom c decision they can make and com ng
into California for an advant age.

Q And you nentioned, you are not, you are not maki ng any
proposal with respect to how out-of-state producers are treated
W th respect to the quota program And that's because the
qguot a program under the Cooperatives proposal would continue to
be run under the state statute. The state statute of
California entitling in-state producers to receive the
opportunity to participate in the quota progranf

A. That is correct.

Q Gkay. So that would continue even under the
Cooperatives' Proposal to be a way that the out-of-state
producers would be treated differently, though, just based on

the demarkation line or the state border?
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AL O the Marketing Order boundary. In that case, yes,
that woul d be true

Q Gkay. And it wouldn't be based on a Federal MIKk
Marketing Order, it would just be because it would continue to
be a state statutory entitled benefit?

A. Correct.

Q And under the Cooperatives' Proposal, have you made a
proposal with respect to transportation all owances for
producers?

A\ have.

Q And have you made that proposal to allow both in-state
and out-of-state producers to receive the opportunity to
participate in the transportation all owances?

A No.

Q Gkay. Can you help me understand why under your, under
t he Cooperatives' Proposal, out-of-state producers woul d not be
allowed to participate in the Transportation All owance Progranf?

A | think there's two reasons that that's the way it is
today, is one. And secondly, we felt like that the benefit,
the Transportation Program that there's adequate m |k supplies
In the state to neet the needs, and that that benefit woul d not
be, it wouldn't be a need for it to be extended the
out-of -state or out of the marketing area. There's adequate
mlk supplies in the state to feel the needs.

Q Gkay. So the first reason you said, that's the way
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that it is today, right?

A. Correct.

Q But you would agree with me that the way it is today is
that they are able to get their plant blend price as well?

A Yes.

Q kay. So that justification would be the same for
both, right? |If under the Cooperative, or under the
Ponder osa' s Proposal Nunber 4, the justification is that's the
way it is today?

A Yes.

Q The sanme as what you are suggesting is one of the
reasons why you haven't included transportation allowances in
t he Cooperatives' Proposal?

A Wth regard to transportation, | would agree with you.

Q ay. And then the second one is adequate m |k supply,
so it is your position if there's adequate m |k supply then
there's no reason to give benefits to out-of-state producers?

A Yes.

Q Ckay. And that's just, again, the separation is only
because of where the state line is?

A Yes. Well, where the Marketing Order is, the Marketing
Order boundaries. In this case they happen to be the same, but
it would be the Marketing Order boundary.

Q So if the effect is that it's the state boundary |ine

that woul d determ ne whether or not an out-of-state mlKk
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supplier should receive transportati on all owances assum ng that
their, or depending on whether or not there is an adequate mlKk
supply in the state?

A, Try that question again.

Q Yeah, that was bad, sorry.

Ckay. So as long as there's adequate m |k supply
in-state wthin the boundaries of California, your position
woul d be, then, that's justification for why an out-of-state
producer should not receive transportation all owances?

A, Yes.

Q kay. Wuld you agree with ne, though, that if you did
pay an out-of-state mlk producer a transportation all owance,
that your calculation in Table 9. A 1, that you have averaged
2.9 cents benefit to the pool would be reduced?

A. | agree.

Q Gkay. And have you done that calculation to determ ne
how much the transportation allowances, if paid to out-of-state

producers, would reduce that 2.9 cent cal cul ation?

A. | have not.

Q ay.

A, I'msorry, | thought you had finished. You trailed off
t here.

Q | was just going to say calculation, but the answer

woul d stand; is that right?

A It would.
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Q That's all | have. Thank you.
A You're wel cone.

JUDGE CLI FTON: W next has questions for M. Hollon on
this topic? Wuld USDA |ike to wait for redirect to determne
whet her you have any questions? Let's see if there is any
redirect. M. Beshore?

MR. BESHORE: | have no redirect.

JUDGE CLI FTON: Thank you. M. Beshore has no redirect.
Wul d USDA |ike a nonent to confer? There are no questions
from USDA on this topic at this tine.

Are there any other questions for M. Hollon on this
topic? There are none. M. Hollon, isn't that a first?

MR, HOLLON: That is a good thing. |I'msure it is directly
related to M. English being out of green pages.

MR, BESHORE: M. Hollon, do you have -- let ne ask, well,
we're going to distribute those. W have a docunment being
di stributed, Testinony of Elvin Hollon, Sixth Statenent,
Rebuttal, also identified as Cooperatives' Exhibit 10 in the
bottom ri ght.

JUDGE CLIFTON: It will be marked as Exhibit 182.

Exhibit 182.
(Thereafter, Exhibit 182, was
mar ked for identification.)
DI RECT EXAM NATI ON
BY MR BESHORE:
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Q Do you have your Sixth Statement, M. Hollon, which is
mar ked as Exhibit 182?

A | do.

Q Gkay. And does this address a proposed nodification to
Proposal 1 relating to exenpt plant and producer-handl er
| anguage?

A It does.

Q Gkay. Wuld you please proceed to present your
testinony, Exhibit 182?

A.  Exenpt Plant Producer Handl er Language Mbdificati ons.

The Cooperatives have a nodification to their proposa
which wll extend exenpt plant and producer handler status to
smal | plants which process products other than fluid mlKk
products or in addition to fluid mlk products. After
review ng our initial proposal, we have concluded there is a
benefit to naking this change. First, it addresses the matter
of adm nistrative conveni ence on the part of the Market
Admi ni strator by reducing (but not elimnating) the reporting
requirements of pooling, pricing, and audit over a small vol une
of mlk at small non-Class | plants. Secondly, it reduces the
I ssues of neeting nore detailed reporting requirenents by a
group of small vol ume processors.
Additionally, it nakes consistent the pool plant

characteristics and the exenpt plant characteristics.

Proposal 1 requires inclusive pooling but allows that
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requirement to be relaxed on certain small producers who
process and distribute dass | products. Extending this
exenption to simlarly situated dairy producers who manufacture
products other than ass | products wll make our proposal
nmore equitable. It also addresses issues raised with regard to
the inpact of price level and small processors.

The | anguage we are proposing will create an additiona
definition for an exenpt plant and will be titled in Order 1051
as Section 1051.8(a), additional exenpt plants. The |anguage
for this section (all new | anguage) is as follows:

Section 1051.8(a) Additional Exenpt Plants
The followi ng plants shall also be exenpt plants.

(a) A plant which uses mlk to produce Class Il, III,
or 1V products (as defined in Section 1051.40) and that is
exenpt fromthe pricing and pooling provisions of any order
provi ded that the operator of the plant files reports as
prescribed by the Market Admi nistrator to enable determnation
of the handler's exenpt status; and

Returning back to the testinony for a moment. This
| anguage makes it clear that this section will apply to a plant
t hat processes manufactured dairy products classified as
Cass Il, Aass IIl, or Cass IV.

Ret urni ng now back to the | anguage:

(1) Is a plant that neets the requirements of Section

1051.7(c) or (cl); and
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(2) Does not process or distribute fluid mlk
products; and

(3) uses 300,000 pounds of mlk or |less per nonth to
produce products classified as Class II, Cass IIl, or IV

Subparagraph -- that is the end of the |anguage cite.
Back to the testinony.

Subparagraph (a)(1) establishes that these plants neet
the requirements of Section 1051.7(c) and (cl). Subparagraph
(a)(2) further identifies that the plant under Section (a) is a
plant other than a distributing plant. Subparagraph (a)(3)
establ i shes that the processing volune limtation allowed for
this class of plant is 300,000 pounds or |ess per nonth and
t hose products nust be classified as Class Il, or Class IIl, or
dass IV.

We chose to increase the traditional size for an exenpt
pl ant to 300,000 pounds in order to give recognition to the
fact that an exempt plant may process other than fluid mlk
products and to put a limt on the total pounds that maybe
exempted. This vol unme approxi mates the 315,000 pounds per
month estimate of a dairy farmas a small business.

In order to account for a plant in a simlar situation,
but which processes ass | products in addition to Cass II,
[1l, or IV products, we created Section 1051.8(6). Plants in
Section (6) also nmeet the requirenments of Section 1051.7(c) or

(c)(1), but the sectionadds the additional qualifiers in
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paragraphs 1 through 4 --

Q Could I interrupt you there, M. Hollon? | think we
have a typo there. It should be 1051.8, naybe --

A I'msorry, I"'mnot follow ng you.

Q Ckay. The language that follows this text at the
begi nni ng of page 4 starts with (b) as opposed to (6).

A I'mwth you now.

Q So it should be 1051.8 (a)(b).

A Ckay. I'IIl start this paragraph over.

In order to account for a plant in a simlar situation
but which processes Cass | products in addition to dass |1,
[, or IV products, we created Section 1051. 8(b).

Q 8(a)(b). So we're under 1051.8(a), we had, you
di scussed part (a) already, and this is, this is subpart (b),
so that, typo there, I'msorry.
JUDGE CLIFTON:. So -- so let ne ask you, M. Beshore. Wen
| ook back at the bottom of Page 2 and | see your proposed
| anguage for Section 1051.8(a), then | get the clue for what
this should ook like in 8(b).
MR BESHORE: Yes.
JUDGE CLIFTON: So it won't have any parentheses and it
wll be a capital Bthat will be right up against the 8.
MR. BESHORE: Actually, it should be a capital A and then
a paren small (b) so we had an 8A(a) starting at the bottom of

2, now we have 8A(b), which the text of which is at the top of

7685

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XXXVIII Court Reporters



© o0 ~N oo o b~ w DN P

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

Page 4, so --

JUDGE CLIFTON: Ch, so what we need is 8 capital A (b) and
then a space, and then a paren, and then a small b?

MR BESHORE: Correct.

JUDGE CLIFTON: Okay. So Ms. Elliott is right with ne.

But 1'mgoing to have M. Hollon read it again fromthe top.
So M. Hollon, were you able to nake notes?

MR HOLLON: |'mready.

JUDCGE CLI FTON: kay. Good. You nay proceed fromthe
begi nning of that |ast paragraph on Page 3.

MR, HOLLON:  In order to account for a plant in a simlar
situation, but which processes Cass | products in addition to
Cass Il, Ill, or IV products, we created Section 1051.8A (b).
Plants in Section (b) also meet the requirenments of
Section 1051.7(c) or (c)(1l), but the section adds the
additional qualifiers in paragraphs 1 through 4 that all ow
exenpt plant status for a plant with 150, 000 pounds or |ess of
route disposition, and sal es of packaged fluid mlk products to
other plants, and if it chooses to manufacture other products,
it may do so as long as the sumof the total distribution of
packaged sales and m |k used to manufacture other dairy
products does not exceed 300,000 pounds.

|'"mgoing to now read the | anguage in Section (b):
(b) A plant which processes and distributes packaged fluid

m |k products and uses mlk to produce dass Il, Ill, or IV
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products, (as defined in Section 1051.40) and that is the
operator, and that is exenpt fromthe pricing and pooling
provi sions of any order, provided that the operator of the
plant files reports as prescribed by the Market Adm nistrator,
to enable to determ nation of the handler's exenpt status; and

(1) Is a plant that neets the requirenments of
Section 1051.7 (c) or (c¢)(1); and

(2) Has route disposition and sal es of packaged fluid
mlk products to other plants of 150,000 pounds or |ess during
the nonth; and

(3) Uses mlk to produce Class Il, Class IIl, or
C ass |1V products; and

(4) \Wose total pounds of usage under Sections (2) and
(3) above does not exceed 300,000 thousand pounds.

For the sanme reasons -- |'mthrough reading the
| anguage now, |'mback to the testinony. For the same reasons
we al so chose to extend the producer-handler definition to a
farmthat may process its own mlk other than fluid mlKk
products. The | anguage in Section 1051.10 bel ow acconplishes
this change by retaining the framework of the existing
producer - handl er | anguage and adding the provision that a
producer-handler may also retain his status, if it only
processes Class Il, dass Ill, or Aass |V products, or
processes the sane products in some conbi nation where fluid

m |k products, but the total pounds processed and to al
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products cannot exceed 3 million pounds.

I'mgoing to now read the | anguage with the changes

t hat we have proposed.

JUDGE CLIFTON:.  And M. Hollon, before you read that
| anguage, |'d just like to you re-read the opening sentence of
t he paragraph you just conpl et ed.

MR HOLLON  Ckay.

For the sanme reasons, we al so choose to extend the
producer-handl er definition to a farmthat may process its own
mlk into other than fluid mlk products.

JUDGE CLI FTON: Thank you. And now you nay proceed wth
t he proposed | anguage.
MR, HOLLON:  Section 1051. 10 Producer-handler.

Producer - handl er means a person who:

(a) Operates a dairy farmand a -- insert mlk
processing -- delete distributing -- plant -- insert for C ass
I, Cass Il, dass Ill or Cass |V products in which the mlk
used -- delete, fromwhich there is route disposition in the

mar keting area and fromwhich total route disposition and
packaged sales of fluid mlk products to other plants -- return
to the original |anguage -- during the nonth does not exceed 3
mllion pounds.
BY MR BESHORE:

Q Now, perhaps you could just read proposed 1051.10(a),

now, with the |language as we intend it to read under the
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nodi fication then, and elimnating, not reading the | anguage
whi ch has been del et ed.

A, (a) Operates a dairy farmand a m |k processing plant
for dass |, Cass Il, dass Ill, or dass IV products, in
which the mlk used during the nonth does not exceed 3 mllion
pounds.

Q Thank you. Continue then wth the proposed | anguage,
and sub B has no changes fromthe current proposal, correct?

A.  Sub B has no changes fromthe current proposal.

(b) Receives fluid mlk fromown farm production for mlk
that is fully subject to the pricing and pooling provisions of
the Order in this part or in any other Federal Order;

(c) Subpart (c), which does have changes:

Receives at its plant or acquires -- strike for route
di sposition -- back to the | anguage -- no nore than 150, 000
pounds of -- insert fluid mlk or -- back to the origina

| anguage -- fluid mlk products fromhandlers fully regul ated
under any Federal Order. This limtation shall not apply if
t he producer-handl ers own farm production is |ess than 150, 000
pounds during the nonth.
Readi ng paragraph (c) again, this time with only the

| anguage that woul d be affected:

(c) Receives at its plant or acquires no nore than 150, 000
pounds of fluid mlk or fluid mlk products fromhandlers fully

regul ated under any Federal Order. This Iimtation shall not
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apply if the producer-handlers own farm production is |ess than
150, 000 pounds during the nonth.

Subpar agraph (d) woul d contain no changes:

(d) Disposes of no other source mlk as Class | mlk,
except by increasing the nonfat mlk solids content of the
fluid ml|k products.

Par agraph (e) does have changes:

(e) Provides proof satisfactory to the Market Adm nistrator
that the care and managenent of the dairy aninals and other
resources necessary to produce all -- delete Class | -- revert
to the original |anguage -- mlk handl ed (excluding receipts
fromhandlers fully regul ated under any Federal Order) and the
processi ng and packagi ng operations -- insert, (Cass I) --

Q 1V, nmake sure you have all the words in the parens.

A (for Cass I, Il, Ill, and IV products) are the
producer-handlers own enterprise and at its own risk; and.

So re-reading Section (e):

(e) Provides proof satisfactory to the Market Adm nistrator
that the care and managenent of the dairy aninals and other
resources necessary to produce all mlk handl ed (excluding
receipts fromhandlers fully regul ated under any Federal O der)
and the processing and packagi ng operations (for dass I, II,
[1l, and 1V products) are the producer-handlers own enterprise
and at its own risk; and.

Q Can you stop there? First of all, the classes in this
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subparagraph are Roman nuneral s as opposed to Arabi c nunbers,
correct?

A. They are, since we are referring all of this to be
Federal Order |anguage.

Q And | would like to propose that you do not read sub
(f) which is part of the current |anguage, it's not nodified,
and isn't pertinent to this discussion, although it's been
reprinted on Page 5 of Exhibit 182 here, and go onto the new
sub (g) which is a new subparagraph that is proposed to be
added through this nodification.

A Paragraph (g) would be all new | anguage:

(g) Transfers and diversions to producer-handl ers which
produce Class II, Ill, or IV products shall be classified in
accordance with Section 1000.42(c)(3).

Q Now, is it the intention of new (g) to apply to bulk
transfers and diversions and not packaged transfers and
diversions if there's any case there was any question about
t hat ?

A. That is correct.

Q So for clarification we could insert the word bul k
before transfers and diversions in proposed | anguage (g)?

A, That would be correct.

Q Ckay.

JUDGE CLIFTON: M. Beshore, let's go back to that

subsection (f).
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MR, BESHORE: Yes.

JUDGE CLIFTON: It appears to have been nodel ed over somne
ot her order, but the nunbers still refer to that other order.
Am 1l right?

MR. BESHORE: Well, yeah, it's a provision that's in the
| anguage of the uniform provision which we have adopt ed.
There's been sone questions about it and, it's --

MR HOLLON: M. Wse discussed it.

MR, BESHORE: M. Wse discussed it, and it's somnething
that we really don't need to discuss and at this tine.

JUDGE CLIFTON: Al right. Gkay, thank you.

MR. BESHORE: Thank you, your Honor.

BY MR BESHORE:

Q Ckay. M. Hollon, let's -- do you happen to have --
still have a few m nutes?

A.  Uh-huh.

Q Do you have Exhibit 967

A. | do not.

Q Could we make Exhibit 96 available to M. Hollon?
Ckay. So I'mgoing to direct your attention to Exhibit 96 in
the hearing, M. Hollon.

Yes.
Which is an exhibit prepared by CDFA, correct?

It is.

o > O »F

Ckay. Now, if you look at Goup 1, which has 17 plants
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init. How would the Cooperatives proposed nodification
hearing 182, inpact the potential regulation of those 17 snal
cheese plants?

A.  They would fall under the exenpt category as we
pr oposed.

Q Ckay. Because all of the plants are under the exenpt
category that, the volume in the proposed exenpt category?

A. That's right. The colum on this exhibit |abeled
Average Mnthly Pounds per Plant for Goup 1 is 33,014, and
that woul d be under the 300,000 pound Iimt that we have
proposed to create for an exenpt plant.

Q Gkay. How about plants in Goup 2, there are eight
smal | er cheese plants here.

A.  There are eight plants in Goup 2, and again, that same
average nmonthly pounds per plant indicates 309,039 pounds and
it seens |likely that perhaps seven of the eight would al so fal
under that category, and perhaps in sone nonths all eight
woul d.

Q O at least some of the eight would since the average
is just slightly above the 300,000 exenpt |ine?

A. Correct.

Q Gkay. Now, except for the proposed nodification here,
woul d, assum ng these small plants are purchasing from sources
ot her than their own production, would they have been regul at ed

under Proposal 17?
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A Yes.

Q Gkay. |If any of the plants on, in groups, in Goup 2
of Exhibit 96 were plants that were operating just with their
own production, would they be inpacted then by the, or affected
by the proposed nodification of the producer-handler
definitions, potentially affected, by the producer-handl er
modi fication in Exhibit 1827

A.  They woul d not.

Q If they were using only their own production, would
t hey becone exenpt producer-handl ers as processors of C ass |
or Cass Il products with under 3 mllion pounds per nonth?

A. | think the answer is yes, but you kind of, your
question kind of nmoved up and down. Let's try this again

Q Let's just talk about how, if you have a cheese plant
that's under 3,000 pounds per month using its own farm
production, would it become exenpt under our nodification?

A Yes, it would.

Q Ckay. And if any of those plants in Goup 2 happen to
be plants which just use only their own production, then they
woul d be producer-handl ers under the proposed nodification of
Proposal 1?

A, That is correct.

Q Ckay. And there was sone testinony earlier in the,
earlier in this hearing froma producer who used his own, his

own farm production. |'mnot sure of the volunme, but used his
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own farm production for Class | and dass Il products, such as
ice creammx and cream products also. |Is that the type of
operation, if it's less than 3 mllion pounds, that would now
be surely exenpt under our proposal ?

A It would be.

Q Ckay. Do you have anything to add?

A Not at this tine.

Q Gkay. | would nove the adm ssion of 182 by M. Holl on,
and nmake M. Hollon avail able for cross-exam nation.

JUDGE CLI FTON: Thank you. Does anyone wi sh to question
M. Hollon with regard to Exhibit 182 to determ ne whet her you
object? No one. |Is there any objection to the adm ssion into
evidence of Exhibit 182? There is none. Exhibit 182 is
admtted into evidence.

(Thereafter, Exhibit 182, was
received into evidence.)

JUDGE CLIFTON:. M. Hollon, what tine do you need to | eave
t he roon?

MR. HOLLON: | have a good 20 m nutes or so, at |east,
maybe a little nore.

JUDGE CLIFTON: So right nowit is 10:20. So you are
saying if you are out of here by 10:40, that wll work?

MR, HOLLON:  That woul d work.

JUDGE CLIFTON:  Wio will begin. M. English?

CROSS- EXAM NATI ON
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BY MR ENGLI SH

Q Chip English. | will try to be short, but nostly about
clarification and make sure that we're not creating a new
| oophole, so let ne just discuss it that way, M. Hollon.

First, to the extent you are proposing to create a
1051. 8(a), do you object if the Secretary were to, instead, in
lieu of that, renove the reference pointer to 1000.8 and insert
this language in a 1051.8 so that it's just all in one place?

A. 1 think in general that woul d be acceptable, but |
woul d want to say, our goal was to not nodify Section 1000. So
as long as the end result doesn't, you know, cause sone
di scussion about that, | think that would be fine.

Q Gkay. Do you understand that you woul dn't necessarily
be opening up Part 1000 if all did you was renove the pointer,
the reference pointer?

A. That's correct. | would agree.

Q Okay. So let me turn to the producer-handl er and ask a
coupl e of questions here. Again, sort of trying to nake sure
that we're not opening up sonething new.

In, on the bottom of Page 4 in your proposed Section
10, you talk about "operates a dairy farmand a m |k processing
plant." What if the operator operates two, what if the dairy

farm operates two plants?

A. | think our goal here would be that the vol une
[imtation would be the cap. And if -- if that -- if that were
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designed to be sonmething that maybe would try to circunvent the
rule, that the Market Adm nistrator would say, you know, no,
the dairy farmthat is the one entity and if the volune cap is
t he gui del i ne.

Q Another way woul d be insert |anguage that says,
"operates a dairy farmand one or nore milk processing plants"?

A Yes.

Q Ckay. But the bottomline is, you are not |ooking to
say, okay, here's the farmon one side and it can have a
2,900,000 dass | plant, and pounds, or 2,900,000 pounds,

Gass | plant, and down the street have a 2,900,000 pound
cheese plant, correct?

A.  Absolutely not. So your description is matches our
i ntent.

Q Ckay. Now, you haven't proposed changi ng Paragraph D
on Page 5, dispose of no other source mlk as Class | mlk.

So I''mrenenbering back to a dairy farner a nunber of weeks
ago, and I may have m sheard, so it really may not matter, take
a hypothetical dairy farmer who operates a farm and let ne
sinplify it now, just one processing plant. And that one is
2.9 billion pounds, so it doesn't quite make the cap. But the
farm produces, say 10 m|lion pounds, and they ship the other
7,100, 000 pounds to a plant 4a, California 4a, Cass |V, Roman
numeral |V, Federal Oder plant, and they are located in

California and he's got say 5 billion pounds of quota.
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Coul d he, both be exenpt on the 2,900,000, and at the

sanme time collect a quota blend price on his own m|Kk?

A, | think we'll have to take that up in our brief.

Q You agree that could be a problenf

A.  That could possibly be a problem and there's nore
options than | can sort through sitting here today.

Q And | understand that, I"'mnostly wanted to see if you
could identify with nme the problem

A, There could be some issues there.

Q Thank you. That's all | have.

JUDGE CLI FTON:  Wio next has questions for M. Hollon on
this topic? M. Hollon, you wowed 'em |Is M. Hollon, would
this be a unique provision anong Federal O ders?

MR. HOLLON: The exenpt plants and the producer-handl er
plants are conmon. The application, as we described it, to,
first of all, raise the volume to 300,000 woul d be different,
and the application of a producer-handler to products other
than Class I, and that having a regulatory inpact would al so be
sonewhat different.

JUDGE CLIFTON: Is the primary notivation the testinmony you
have heard here fromthe small cheese plants?

MR HOLLON: That's a part of it. And we did |ist some
adm ni strative conveni ence matters and pricing matters. There
has been quite a bit of conversation about inpact on snaller

processors, and so we're trying to take all of that into
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account. Let ne give you your exhibit back before I forget.
JUDGE CLI FTON:  Thank you.

Are there further questions for M. Hollon before
invite redirect, or shall | invite redirect and then see if
USDA has any questions, either way.

MR. FRANCI S: Yeah, either way.
JUDGE CLIFTON: Wy don't | invite redirect, first.
REDI RECT EXAM NATI ON
BY MR BESHORE:

Q Just one thought following up Chip's question on sales
of surplus mlk, mlk at a producer-handler farmthat is not
used in its own farm production. Wuld it be your
under st andi ng that under the terms of the producer-handl er
| anguage and the classification, the uniformclassification and
rul es, that when those vol unes are shipped to another plant
such as a 4a plant, they woul d not be pooled but would get the
4a |owest utilization at the plant?

A |1 think that's correct.

Q Ckay. And whether -- whether they would continue to be
entitled to quota woul d be somet hing that woul d be by operation
of the quota rules under the, wth CDFA, as opposed to the
order itself, correct?

A, That would be true.

Q Ckay. But internms of, just in terns of our proposal,

t he proposal continues, the fact that mlk sold from
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producer - handl er owned farmis not going, to plants, is not
pool ed?

A. I'msorry, say that again.

Q Surplus mlk sold froma producer-handler farmto other
plants is not able to be pool ed.

A Yes.

Q Gkay. Now, just one thought. 1In |ooking at |anguage
(d) on Page 5. "Disposes of no other source mlk as O ass |
except by increasing nonfat mlk solids content of fluid mlk
products.”

Wuld it be, if a-- if a producer-handler otherw se
wthin the ownership limts and wthin the production limts
used powder or condensed to, in cheese production or ice cream
production, would it be the intent to prohibit that or would it
be okay in your view? | mean, it's okay here for fortification
of Class I, this comes fromthe traditional |anguage. Do you
have a thought on that?

A At this point, I don't have a thought.

Q Ckay. Thank you.

JUDGE CLI FTON: Does the USDA have questions for
M. Hollon?

MR FRANCIS: WII| Francis, USDA. Just want to clarify if
it is your intent to change Exhibit 182, you referenced the
word bulk in (g) on Page 5. Did you want us to insert that?

MR HOLLON:  Yes.
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MR. FRANCI S: Thank you.

JUDGE CLI FTON:  And specify for us, M. Hollon, where?

MR, HOLLON: On Page 5 of the testinony, paragraph (g), the
new | anguage should read, "bulk transfers and diversions to
producer - handl ers which produce Class I, Il1l, or IV products,
shall be classified in accordance with 1000.42 (c) (3).

JUDGE CLIFTON: Al right. M. Elliott, do you have it?
Thank you. Are there any questions for M. Hollon on this
topic? There are none. W have ten mnutes of his tinmne.

M. Beshore.

MR BESHORE: W have -- the next testinmony will be the
Testinmony of Elvin Hollon, Seventh Statement, which M. Schad
woul d be a co-presenter on. And | actually -- ny thought is,
so M. Hollon, we're not going to get through it in ten
m nutes, but we should probably just --

MR, HOLLON: Do our seamessly shift.

MR. BESHORE: Yeah, seanlessly nove to M. Schad and so
that would nake this a good tinme for a short break this
mor ni ng.

JUDGE CLIFTON: Al right. Good. Wen you say short, if
we're not going to be recalling M. Hollon, then | woul d take
15 m nutes now.

MR BESHORE: Yes.

JUDGE CLIFTON: Is that fine? Please be ready to go at
10: 45.
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(Wher eupon, a break was taken.)

JUDGE CLIFTON: We're back on record at 10:46.
M. Beshore?

MR. BESHORE: Thank you, your Honor. At this tine,

M. Airoso, M. Joey Airoso, who entered his appearance this
norning, or his presence known, is prepared to testify. W
would like to do that at this time and we will yield to him

JUDGE CLI FTON: Thank you, M. Beshore.

MR. AIRCSO  Good nor ni ng.

JUDGE CLI FTON: Let me swear you in first.

MR AIRCSO  kay.

JUDGE CLI FTON:  Then we'll know you are telling the truth
when you tell us your nane. Wuld you raise your right hand,
pl ease.

Do you solemmly swear or affirmunder penalty of
perjury that the evidence you wll present wll be the truth?

MR AIRCSO | do.

JUDGE CLI FTON: Thank you. And please state and spell your
nane again, even though you have already done it once.

MR AIRCSO M legal nanme is Joseph, J-O S E-P-H, Charles,
CHARL-ES, Aroso, AI-ROSO Alittle bit about ny
famly's history. | brought a little poster board to kind of
give you a little bit of a visual of our famly's history here
in California.

Qur famly canme here in 1912. M great grandfather and
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their famly were originally fromTerceira Islands in the
Azores. And in 1912 they canme over for a chance at opportunity
here in the United States. And they were dairy farmers in the
Azores. So here is a picture that was taken in about 1915.

And it's ny great, ny grandfather is on the horse, three of his
brothers are standing on the ground with nmy grandfather, and
then they had three cousins cane over also.

They started m |l king cows out near Corcoran, and
there's a road out there called Dairy Avenue. And a lot of the
early settlers would cone out and m |k cows out there close to
the | ake, probably because there was sone feed that grew next
to the lake, and so it gave them an opportunity to graze their
cattle. They each mlked about 10 to 15 cows apiece, until
1938. And then ny great grandfather went back to the Azores.
The brothers all went kind of their separate way and ny
grandfather started his farmin 1938 in Tulare, California.

And it's still, the farmstill operates today shipping
Gade Amlk. And in fact, in 1927 ny grandfather becanme a
DCCA shi pper, and that plant was, we nmerged with Land O Lakes
in 1997. And so that little barn that was built in 1938 for ny
grandf at her who purchased it two years later, is still shipping
mlk to the same plant it did in 1927, which is kind of amazing
really. And so it's sonething that I'mreal proud of.

The next picture on the bottomright is a picture taken

of our famly in 1967. And | was seven-years old, my brother
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was six. It's with ny nomand dad. And that was when we
started 4H And so those are our four registered aninals that
we had that we used to start our 4H projects.

In 2012, we cel ebrated our 100t h anniversary of our
fam |y of doing business in California, so there's a picture of
our famly on a facility that we built in 2006. On the bottom
here there's a picture of a cow and a race car, and those have
some maj or significances.

My dad, in his 20's, was a drag racer, and actually
won, if you know anything about racing of any sort,

I ndi anapolis is where it happens, whether it is NASCAR or drag
racing, that's the biggest race in the United States. Well, ny
dad WON that race in 1967. And he sold that race car and
bought the business frommy grandnmother. And that's how,
that's how, what he used to, for our famly to stay in the

busi ness.

And so, and then the cow on the right was a cow that
kind of a fambus cow that we bred and owned on our farm who
was scored an excell ent 94 and gave over 50,000 pounds of mlKk.
And so those two things are kind of, they have a historical
value to our famly.

So our famly is pretty deep-rooted in the state.
We're, we all live in the Tulare area, and so we're people that
are dedicated, we dedicated our lives to really the dairy

industry. And we have seen ups and downs.
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Alittle bit of ny history. | got married in 1980.
was born in '60, got married in '80. | have two children. M
daughter was born in 1982. She teaches school in the Elk Gove
School District up by Sacranento. And she as a granddaughter,
| have a one granddaughter that she has that's four. Then ny
son is on the farmw th ne and nmy dad today, so that we have
three generations that are actually working on the farm He
has a son that's five. That will be the sixth generation in
our famly in the dairy industry, and he also has a little girl
that's one, and she mght be interested, too. Only -- only
time will tell.

But -- so the reason why |'mhere today is to testify,
just like many other dairy farmers have over the |ast couple of
weeks, how inportant it is to make sure that our pricing system
here in California is fair and equitable for the next

generation and the next generation after that.

Alittle bit about ne. Again, | have been, | have
served -- I'mthe Farm Bureau President for our county at the
moment. |'mthe Vice Chair of the Farm Credit West Board that

is an $8 billion bank here in California, of which about $1.2
billionis strictly dairy financing. | have been a nmenber of
the South San Joaquin Holstein Club, the Tulare HY A, College of
Sequoi as and Tul are Union H gh School Ag Advisory Commttees.

| have been a Land O Lakes Del egate. |'mon the Hol stein

U S. A Cenetic Advancenent Conmttee, and | al so serve on the
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Cobank District Council, and a nenber of the St. John's
Cat holic Church Finance Commttee.

One of the things that | wanted to introduce that |
t hought was really interesting. | have a copy here -- ny
grandfather died in 1963 and ny dad took over the business when
he was 21-years old. And when ny grandnother died in 1999, she
gave ne and ny nother all the inportant papers that they had
accunul ated over the years. And, of course, they didn't have
themin a safe. She had a chest and they were all wapped in
alumnumfoil. And | thought it was interesting. They had the
deeds, a copy of the original WIIl. But included in some of
those docunents was State of California Stabilization and
Marketing Plan as Amended for Fluid M|k and the date was
July 1, 1948.

And the reason why | think this is inportant is that |
think change is inevitable in mlk marketing. |It's been going
on for along tine. This was a major change that happened t hat
took Tulare County into consideration, our own county. And
then in 1969, the next change took into consideration the whole
State of California. And in ny mnd, today we're here, we're
| ooking at getting an equitable price that is tied to the whole
United States. That's why we're here today. Because we're,
the, as the world changes, we're all, the novenent of mlKk
becomes easier and it's easier for us to conpete against each

other. And | believe the only change that's happened since
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1969 to the California mlk pricing systemis a fixed
differential on the quota.

So anyway, kind of interesting. And | think, in ny
mnd, the nost interesting thing was that he thought that, he
t hought enough of this to wap it in alumnumfile and keep it
in one of the safest places there was, so |'msure this was
kind of like the Bible on July 1, 1948.

In 2007, | was elected to the Farm Credit West Board
and | have served on that Board on various conmmttees. | am
currently the Vice Chairman of that Board. And for the |ast
ei ght years | have watched how the credit, farmcredit system
and banks in general have viewed the California dairy industry
different, and especially after 2009.

2009, if anybody's, hasn't heard already, it was, for
dairy farmers it was |ike going through the Depression. It
was, | nean, | renmenber the mddle of 2009, we were, we got
$8. 72 a hundredwei ght for our mlk and we were about close to
$4. 00 underwater. And when you start |osing noney |ike that,
it happens so fast, that, you know, we were upside down. And |
think it actually caught the banking industry off guard, too.
| nmean, we had an econom c neltdown in this country and I know
it inmpacted everybody, but I feel in the dairy industry, dairy
farmers, especially here in California, took really the brunt
of the risk in that particular tine. And really | think the

worl d changed a little bit when it comes to finance.
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2010, | wasn't on the audit committee, but | was
sitting in a neeting where an auditor fromD.C. conmes in and
they | ooked at nost all our dairy accounts that Farm Credit
West dealt wth, and the first couple of words out of her mouth
were, "The dairy industry stinks in California." And, you
know, | think after 2009, | think people thought it would hea
back, but we have experienced the sane volatility. W have had
hi gh feed costs, we have had the ethanol thing was kind of a
game changer for feeding animals in California. And then, and
then the anount of regulations that we have to deal with in
California, and then now the drought. So it seens like it's
been one thing after another. And, you know, just Farm Credit
West alone, we're still financing over a billion dollars of
dairy, but in 2007, when |, when | got on the board we were,
about 27 percent of the portfolio was dairy, nowit's about 13
percent .

| also had the opportunity to serve on the task force
that Secretary Ross put together, which was initiated in 2012.
Again, just kind of a painful process. You just, nobody wants
to givein. And I think, innm mnd, it's, there was kind of
an interesting question that was one of the questions that we
had to answer when we went through the process, and the
question said, is it inmportant for dairy farmers to be
profitable? And this conmttee was nmade up of about 50 percent

dai rynmen and 50 percent people on the processor's side. And so
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when we got to the neeting, this question ranked about number 7
on the list of the inportance. | said, well, how could that be
so low? And then it dawned on ne that it's not really that
inportant for processors if we're profitable, and to dairy
producers, it was real inportant, so it ended up in the m ddle.

And | think we have a -- we have a little bit of a
challenge in our state. There is not a |lot of conpetition
here, | think, for procuring mlk. W have a state that has a
| ot of, they are bigger processors, and so they don't really, |
think they sonetimes take for granted the mlk flow.

And | asked ny dad when | got home. | was frustrated
about where that question ended up, and his answer was, he
says, you know, one of the differences -- | think what has
changed in our industry is, you know, if you go back 40 or 50
years, everybody had a pretty good relationship to mlking a
cow, or they actually mlked a cow And he said, now, you
know, people don't, it's just, you kind of take for granted the
mlk's comng, and -- and they have never experienced it
thenmsel ves. So a | ot of people don't understand the hard work
and dedication it takes just to get one drop of mlk, which it
takes two years to get one drop of mlk. You have to raise an
animal for two years. So | think sometinmes we lose a little
bit of respect for what each other does when we're |ooking at
trying to keep the pricing fair.

One of the things, and it's been brought up here today,
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that | seen, realized quickly when we were in the task force
neetings was the -- | think cheese processors, they like to use
the quota to divide producers up. They know that, you know,
not everybody has quota in our state, and so it's kind of an
easy way to divide dairy farners up. And the one thing that
producers have al ways been insistent upon in this state is
that, you know, that quota systemis producer-driven, and no
matter what happens to it it will be decided by the producers
through a fair vote. | don't think there's any producer in
this state that wants to see anything happen to the quota

wi thout either sonething, a fair price being paid for it or
just leaving it alone. And so | think that's an inportant
thing to remenber.

When you | ook at my experiences on the Farm Credit, and
| ooking at the industry as a whole, you know, it's pretty
simple. |If you |look over the last four our five years, we have
been discounting our mlk. | think the average over the | ast
four years is about $1.93 a hundredwei ght. And when you | ook
at, it's not just the price, it's a lot nore than that, because
it takes away opportunity to nmanage risk and it creates a
conpetitive disadvantage. And | think we're, nore and nore
we're working on a market where we're conpeting against each
other. And, you know, California dairynen have al ways been
| eaders. | have had the chance to travel around the world and

to different parts of the world, and they always | ook to
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California as a |l eader in dairy innovation, Cow Care, you know,
the ability to be very efficient. And | think sometines those
efficiencies have been used against us. You know, there was a
comrent that |likes to be used against us, if we give themnore
noney, they' |l just make nmore mlk.

And | think, you know, we're known for being sone of
the nost efficient producers in the world, and we're, and
think that's been used against us. But we, you know, we have
| earned how to take care of cows properly and well, and
facility, Cow Care. And you know, for the nost part we have
done that with a mlk price that was at or |ess than the rest
of the country, and then in 2007, you know, the rules changed a
bit and the spread has just becone too wide for producers to
really take the volatility out of their business.

Over the last nine nonths we have had negative
production in California, so -- and that's com ng off of a year
when we had sone of the best mlk prices inny lifetime. And |
think what's happening in Californiais that we're having to
conpet e agai nst other crops. W have the al nond industry, the
pi stachio industry, there are, the tomato industry, there's a
ot of farmng out there that's really starting to conpete.

And we have to get enough value out of our price to be able to
conpete for land, for water. And to give you a perfectly good
exanple in where we farm wthin the last two years we have had

devel opers cone in and buy ground for alnonds for, in the
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nei ghborhood of 23 to $25,000 an acre. And this is all

i nvestnent noney that's comng in fromdifferent parts of the
country. And so we have to be able to conpete against that.
And as one of ny al nond grower friends stated, he says, you
guys' problemis, you don't get enough value out of your mlKk
that's the problem And | think we have to be able to get the
val ue out of our mlk price here in California to conpete

agai nst other conmodities for water and land or the mlk, the
floww Il just keep going down.

The last thing I'll comrent on, and | think it's an
issue that we're all, the whole, you know, what we're really
starting to deal wthin California is |labor. W have cities
now that are charging $15 an hour for, their, set their mninum
wage standards at $15 an hour. W have to conpete agai nst
other crops for labor. There's strawberry growers that are
payi ng in excess of $20 an hour, and so we're going to have to
be able to get value out of our mlk to be able to conpete for
| abor, for water, for the land that's required to do our
nutri ent managenent plans on.

And the last thing, it just happened this weekend, it's
atragic event, but | do think it's going to have an inpact on
everyone here in the United States, is that, especially with
| abor, when you | ook at what happened in France on Saturday,
it's going to have -- just like 9/11 had an inpact that wll

never go away, these kind of tragedies are going to have an
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i mpact on our border security, and I think it's going to nake
| abor nmore and nore difficult. And so we have to be able to
get a fair mlk price so that we can invest in technol ogy as we
deal with [abor, water, and, you know, different problens that
exi st .
So again, | just -- | thank you for your time and

anybody has any questions, I'll try to answer them

JUDGE CLIFTON:. M. Airoso, your arrival here and now to
testify is perfect timng. You have touched on so many of the
i ssues that have been raised here during nore than eight weeks.
| guess today begins our ninth week.

| would Iike to ask you specifically how | shoul d spell

Cow Care, is that that program is that two words?

MR AIRCSO No, it's separate, GOW CARE

JUDGE CLIFTON: And is it a capital C?

MR AIROSO Capital C.

JUDGE CLI FTON: There's a space between Cow and Care?

MR AIRCSO  Yes.

JUDCGE CLIFTON: And that's a program devel oped to nake sure
that cows are properly cared for?

MR. AIRCSO Yes, we have ani mal husbandry progranms here in
California, but --

JUDGE CLI FTON: And speak to the m crophone. Oherw se, if
you | ook at ne, the sound doesn't cone through well.

MR AIRCSO |I'mglad you asked that question, because this
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is something | had witten down. ['Ill tell you when Cow Care
started in California.

In 1969, we had the second wettest year. Ironically,
we're tal king drought now, but in 1969 we had the second
wettest year in the history here in California. And | was
ni ne-years old, and | can renenber, | can renmenber ny dad
feeding our cows wth a Caterpillar, because that's how wet it
was. And |'msure every other dairyman that is still dairying
in our state will remenber that year. | renenber cows being
stuck in the mud and they couldn't get to them

And so after 1969, our creanery, Dairyman's Creanery
came out with prograns to help all of its nenbers take care of
their cows better. And the one that | renenber the nost was
buyi ng concrete for a dollar a yard to put concrete in places
where cows, and then build shades, and do all kinds of things.
And that was really the beginning of people figuring out, if we
take care of cows better, they will be nore efficient. And,
nowit's, today it is really kind of a comon thing, but, you
know, you don't really dairy if you can't take care of your
cows, or you won't be able to stay in the business.

JUDGE CLIFTON:.  Wio would like to be the first to bring out
additional information fromthis witness? M. Beshore?
CROSS- EXAM NATI ON
BY MR BESHORE:

Q Marvin Beshore. Thank you, your Honor. Thank you
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M. Airoso.

A couple, just a couple of follow up questions. You
nmenti oned negative production in California the |ast nine
nonths. What do you nean by negative production?

A. | nean, when you | ook at the percentage of mlk that we
produced over the | ast, year since February we're -- we're
m nus.

Q So in other words, the production in the state has
declined versus the prior year on a nonth-to-nonth basis?

A, Yes.

Q Total. Okay. Being on the Farm Credit Board, can
you -- can you tell us how Farm Credit |ooks at quota? |If you
get involved in this at the Board | evel, |ooks at quota on
producer's bal ance sheets?

A FarmCredit |ooks at quota as, you know, they -- they
put the value on the cowreally, because it adds value to the
mlk that the cows going to give. So in today's environnent,
you have, if you have an X anount of quota for each cow, then
they actually put the value on that cow for the added val ue
that the mlk that is going to come out of the cow.

Q So, ona-- if you have two dairies of the sane nunber
of cows, the dairyman with the quota has, considered to have
nore collateral or nmore net worth than the, nore assets on the
bal ance sheet per cow?

A.  Yeah, because the cowthat's, the mlk that's com ng
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out of the cowis of added value, so they are going to give the
cowa little bit nmore value, because the quota itself is not a
tangi bl e asset.

Q You nentioned risk, or risk managenent a bit. You
eluded to that. Can you just tell us what experiences have you
had or observed with howit's possible or difficult for
California dairynmen to use risk nmanagenent ?

A 1'll give you a specific example. So after 2009, 2010,
2011, that becane the favorite buzz word for people that were
in the processing side. They need to risk manage. That's the
key to, we have to risk nanage.

Wio has to risk nmanage?
The dairy farnmer.

That's what the processor --

> O > O

They didn't nmanage their risk properly in 2009, that's
why this thing was really so serious. And, you know, so

spent a year taking a class every Friday norning at 6:30 in the
nmorning, talking to a gentlenman from Chicago. And what | found
out was that, for me, and | think pretty much for nost dairy
farnmers, the things that really make sense are really
expensive, and the things that don't nake sense are real cheap.
And the other thing | found out, if | conpared nyself, nmy farm
ny costs to dairy farners that were in, say, Mchigan, the

di fference would be, I'mmnus $1.08 starting out, and they are

plus 3. $4.00 difference a hundredwei ght.
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Vell, | found nyself trying to manage ny risk to break
even all the time. And that's hard to do, because at sone
poi nt the bank wants you to nake some noney. You have to
figure out how to pay debt and, you know, have a positive cash
flow And so for me it was a little, it was difficult.

Now, | will admt, | built a brand new dairy in 2006.
So our farmprobably has a little bit of a higher debt |oad
maybe than some farnms, but the reason why | built that dairy
was to be able to conpete for the next 50 years, take care of
ny cows better, manage peopl e and enpl oyees better, you know,
and provide a better environnment for ny enployees to work in.
Because if you look to the future you can't -- we operate two
farns right now, one farmis built in 1938, sanme original barn,
and there's going to cone a day where |I'mnot going to be able
to find people to mlk in that type of barn anynore. So you
have to l ook to the future, and so --

Q So can you just tell us alittle bit about, alittle
bit nore about your farmand your herd size, how many cows are
you m | king? How nany acres is your farn?

A, So we farm 1500 acres, of which we rent 320 from ny
aunt and then a neighbor. And we mlk 2900 cows. W mlk 600
cows on the original home farm and then the other farmwe mlKk
2,000; and then the balance is dry cows.

And the new farmwhich was built in 2006, is a rotary

parlor with all the cows housed in a free-stall setting. And
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then the old facility is open corrals and then a flat barn
which really is very simlar to what they built in 1938. W
renovated it three times. About every 15 years we go through
and renovate it, but it is, really the structure of it is
pretty much the sane.

Q Just one final question. Wth the outstandi ng genetics
you have there, Excellent 94 cow you nentioned, 50,000 pound
production, where all have you sold breeding stock fromyour
her d?

A. W have sold breeding stock all over the United States,
and several different countries around the world, South Korea.
Just, starting in the '70's, you know, and | guess | didn't
expand on that a little bit nore. But when ny dad sold the
race car, that's when we got into registered Hol steins, and he
made the investments into genetics. And | think a lot of it is
just, if you look at our famly background was dairy farm ng,
and that was, you know -- we have been -- we have been
dedicated dairy farmers in California for over a hundred years.

And, you know, in 2006, if | |ook back right now, would
have been, it would be easy for me to say, | should have just
planted that ranch into alnond trees, | would |look a | ot
smarter right now, but it's not in nmy pedigree. And | think
that's the one thing that people need to understand about dairy
farmers, is that there's got to be, there's some |ove and

passi on inside you and |ove for cows to be able to do it.
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Because it's, there's easier ways to make a |iving.

And | think what we're wanting the outcone of this
hearing, for nyself, ny famly, and all the other famlies that
have testified here or do business in California is, we want a
fair and equitable price so that we can, | can be confident
that when ny grandson takes over in 20 years, you know, he can
carry this thing forward

Q Thank you.
JUDGE CLI FTON:  Who next has questions for M. Airoso?
M. Aroso, you have been an excellent witness. | |ove when
peopl e can just give us so nuch information w thout notes
basically. You may have had a few pronpting notes, but you
covered a great deal of territory.
MR AIRCSO It's ground into me. There was one |ast thing
| wote down AND | think it is something that's a take away.
Two years ago, some good friends of mne, they are both
28, and you know, it's easy to tell people not to do somet hing,
but they called me up and had a great opportunity to get into
the dairy business. And, |, you know, | thought about it and |
go, man, this business, since 2009, it's been kind of, it's
been a little bit gut wenching, but | know that they are both
hard wor ki ng people, and | know they will make it. But the
point | want to nmake is, so they bought a dairy about a year
and a half ago. They got in at a good time. But | think if

you want to get new people into this industry, it's so
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important to make sure that this priceis fair. | knowit
can't be fair everyday, but at least fair in every segnent of
the time that we have the chance to change it. Because w thout
t hose kind of people getting into this industry, | think at
sonme point the processors are going to | ook back and say, you
know what? We're mssing the people that love this industry.
And there's people out there that will mlk cows as long as
they are breaking even for a long tine because they |ove to do
it. And | think, don't take that for granted. Thank you.

JUDGE CLI FTON: Let me ask you one other question. Wen
you studi ed risk nanagement and you tal ked to the gentleman in
Chi cago, you nentioned the difference mnus $1.08 in California
and up 3 in Mchigan, up $3.00, so there was a $4.00 per
hundr edwei ght di fference between those two. Hel p ne understand
wher e those nunbers came from

MR AIROSO So those nunbers, what were included in those
nunbers were, we took all my costs to do business, and then the
di fference between the Class Il price and the California
overbase price. And so in California, we are -- we were used
to operating with hardly any premuns. So that one, that m nus
$1.93 that | threw out earlier, | think that nunber is close to
accurate, is in that nunber.

When you go to Mchigan or, and there was other states,

too, that weren't quite as high, like, he worked with sone

people in Chio and they were a little bit less than M chigan.
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But the point is, that has their premuns built into it, and
their cost of production
It also has built in there, feed costs. Wich, you

know, in 2012, that was after the ethanol, that was when feed
prices were higher, too. So we had, there was cheaper to buy
feed in the Mdwest and higher in California. So there's a |ot
of things that go into that, but basically cost, premuns, and
your actual mlk price, and that's how you get that nunber.

JUDGE CLIFTON: So in California you think that the average
result fromsubtracting the cost of production from what was
paid for the nmilk was minus $1.08 for the period of 2010 to
20117

MR AIRCSO M basis was mnus .08 when | was worKking on
that. That was the nunber we established for me. And
everybody would be a little bit different, but he said the
average California producer were always close to mnus a dollar
starting out.

And | -- and we don't have, our fam |y doesn't have a

| ot of quota, but that was actually figured in. W have about,
at the time we had about 350 pounds quota, and so that was
factored into that price, too.

JUDGE CLI FTON: How did the gentleman who hel ped you
understand this get his information?

MR AIRCSO He worked with nultiple dairy farners across

the Mdwest and California, so and I -- that was private
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information that their conpany had that, you know, he didn't
di sclose to me the nanes of the people, it was just nunbers.

JUDGE CLI FTON:  And why did you regard the information he
gave you as reliable?

MR AIRCSO Well, | took his word for it.

JUDGE CLIFTON: One of our difficulties, as you probably
know, is much of this information about cost of production and
what are you paid for your mlk is private, proprietary, trade
secret, confidential. And it makes it difficult for us to
evaluate with solid factual evidence. So anything you can tel
us about your own situation will really be useful. So when you
figured during that time that you were | osing about 8 cents for
every hundredwei ght of mlk that you produced, tell us how you
made that calculation and if that's still true today?

MR AIRCSO \Well, ny, at the time, that was ny taken into
consideration my mlk price and different, what all ny hauling
and everything that canme off my check, and then conparing ny
overbase price to Class Ill. That's what my nunber was.

Every dairy farmer is going to have a little bit
different nunber. |If you have all quota, if you have no quot a,
if your hauling is nore expensive or |ess expensive, but that's
what inpacts that differential. And -- and the one thing that

we -- we canme to the conclusion on, is if our nunber could be

close to dass IIl like it was prior to, if you | ook at how
Cass IV and Cass -- overbase and Class IIl attract ten years
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ago, it was a nuch closer relationship. So it made it easier
to use sone of the risk managenent tools. But when they are
tracking a $1.93 a part, then it becones hard.
And | felt like, I"'mnot the guy that likes to go to

Vegas and play cards, | felt like it was, | felt like I was,
the way the tools were presented and the mnus 08 was very, it
was risky for nme to really nmake good decisions on what | should
do through the risk nanagenent tools that were avail abl e.

JUDGE CLI FTON: Thank you. Who el se has questions for
M. Airoso. M. HII?

CROSS- EXAM NATI ON

BY MR HILL

Q Brian HIIl. Thank you very nuch for comng. | want
your support to be very clear on this record, so I"'mgoing to
ask you the obvious question. Wich of the proposals are you

i n support of?

A, I'min support of the Cooperative Proposal.

Q That's all | have to ask you

A, And | should have said that right out of the gate.
Q Thank you very much.

A.  Thank you.

JUDGE CLIFTON: Is there anything you would |ike to add
before you step down, M. Airoso?
MR AIRCSO No, I'd just like to thank you for your tine

and thank you for |istening.
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JUDCGE CLI FTON: Thank you very much. W appreciate your
contribution. M. Beshore?

MR, BESHORE: Yes. At this time | would like to, and it's
been distributed, have the docunent that is identified as
Testimony of Elvin Hollon, Seventh Statenent, Rebuttal,
Cooperatives' Exhibit 11, narked as the next consecutive
exhi bit.

JUDGE CLI FTON: Thank you. | think it's being distributed
now. And | would Iike soneone to close the doors in the back,
it goes clear through to a window and there's a flashing every
time a car goes by. So that will help.

MR, BESHORE: So this will be exhibit nunmber --

JUDCGE CLIFTON: This will be 183.

MR, BESHORE: And while it is identified as Testinony of

M. Elvin Hollon, | mght note that it will be presented by

Denni s Schad.
JUDGE CLIFTON: I'lIl need a copy. They are distributed,
M. Beshore. |'mmarking mne now as Exhibit 183.

(Thereafter, Exhibit 183, was
mar ked for identification.)
JUDGE CLI FTON:  And, M. Schad, you remain sworn, but |
woul d i ke you again to state and spell your nane.
MR. SCHAD: M nane is Dennis, DE-N-N-1-S, Schad,
S-CGHA-D.
MR. BESHORE: Thank you.
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DI RECT EXAM NATI ON

BY MR BESHORE:

Q M. Schad, would you, at this time, present the
testinmony in Exhibit 183?

A Yes. Starting on page 2.

The Cooperatives' Proposal Relative to "Call" Provisions

The Cooperatives' support "call" provisions in the
proposal California Federal Federal M|k Marketing O der
(FMWMO) . We believe our initial position will work as we have
offered it, but in light of the conments we have heard at the
hearing, feel this nodification will inprove it.
It is our position that calls are generally necessary

for the market only when wi de-scal e market conditions that
i mpact all processing handlers in a region occur. For exanple,
call's are not the solution to an individual plant's acquiring a
new custoner, opening a new plant, or a conplaint relative to
ongoi ng marketing premuns. The Market Adm nistrator shoul d
take these factors into consideration when deciding to issue a
call. W would define a call as requiring handlers with
predom nantly Class |1l and IV utilizations --

Q Mlk utilization?

A -- mlk utilization to supply mlk to Cass | handlers
pool ed by the Order if market conditions under the terns of the
call provision support the need. Call provisions wuld be used

to neet short-term market conditions when normal m |k supplies
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are less than the market denmand.

We considered linking the requirenents to quota, but
chose instead to relate it to dass Ill and IV utilization
The distribution of quota pounds anong handl ers is unknown, and
a hi gh percentage of quota pounds may be held by farns that
ship directly to distributing plants. Thus, insulating that
volume of mlk fromfilling a call request. Handlers with
predom nantly Class Il and IV utilization, benefit the nost
from added value of dass | pricing and shoul d bear the burden
for filling a call request.

Cal | provisions have been included in Federal Orders in
previ ous years, but, except for |anguage in the Pacific
Nort hwest Order, are not present in current orders. The
current California State Order (CSO contains call provisions.
Wiile their actual use has been limted, the industry is of the
opi nion that the presence of these provisions can result in
shi pnents being made to a requesting call handl er above the
volune tied to regul ar business transactions, if a supply need
is present. W think the | anguage present in FMVO 124, the
| anguage that was present in pre-Reform Order 68, and the
current language in all Oders granting the Market
Adm ni strator discretion and flexibility, and adjusting
per formance provi sions, are a reasonabl e guideline for how
these call provisions should be structured. The Order 124 and

pre- Reform Order 68 | anguage defining call provisions are
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attached to this statenent.

The lack of the provi

sion's actual

use in the CSO and

the absence in FMMO s, nake it somewhat difficult to eval uate

the effectiveness of call, of the provisions, and to craft cal

provisions. We wll offer guidelines on howa -- how "call"

provi sions should be structur

Suggest ed Cui del i nes

ed.

1) Definitions of Handlers Wiich can Initiate a Request for a

Call to the Market Adm nistrator;

Required to Respond to a Cal
A handler initiating

or (b) plant. A plant making

and Handl ers Wiich are

a call nmust be a Section 1051.7(a)

acall must utilize inits plant,

all the mlk for which the plant is the responsible handler,

and which was pooled on its report in the prior two nonths. A

handl er making a call cannot direct mlk to other uses and

cannot expect other pool handlers to satisfy a shortfall in

their supply needs via a cal

Al'l pool handlers would be potentially responsible to

fill the demands of a call.

the visibility to all shipments and pool

handl ers, and is able to craft cal

each situation

2) Definition of Call Regions for the Cal

Supported by the Cooperatives

Only the Market Admi nistrator has

vol unmes of all

requi rements specific to

Pr ovi si ons

W believe the Northern and Southern California
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procurement regions, as currently defined by the CDFA, with one
addi tion, should be used for point purposes of aligning the
responses to a call when available supplies -- I'"'msorry, |'lI
start in the mddle of that sentence -- used for the purposes
of aligning the responses a call with the available supplies to
do so. Plants making a call in a procurenent region, would be
supplied by handlers with m |k production in the sane
procuremnment region. These narket regions have differing supply
and demand rel ati onshi ps and could require different provisions
for making a supply in a call. The regions (terned procurenent
regions) are defined as:

Procurenment Region 1 -- Southern California narketing
area and the counties of Fresno, Kern, Kings, Tulare, and
Arizona County of Yuna.

Procurement Region 2 -- Northern California marketing
area, except for the counties of Del Norte, Fresno, Hunbol dt,
Kern, Kings, and Tul are.

These are the correct boundaries based on current
mar keting conditions. W support providing the Market
Adm nistrator with the discretion to create subregions if
necessary, to provide the nost efficient response to the market
Situation.

3. Procedure for Initiating a Call

Handl ers --

Q Could you just read that subtitle, subheading again?
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A, 3) Procedure for Initiating and Issuing a Cal

Handl ers would notify the Market Adm nistrator of the,
of the request for a call to be issued for their procurenent
region. The Market Adm nistrator would investigate the
request, and if justified, would issue a call requiring all
handl ers in the designated procurement region to deliver a
specific percentage of pooled mlk to Section 1051.7(a) or (b)
plants in the region.

If a handler fails to deliver per the terms of the
call, a per hundredwei ght penalty equal to the greater of $5.00
per hundredwei ght or 25 percent of the non-quota blend price
for the applicable nonth that the call was initiated,
nmul tiplied by the handler's short fall in deliveries would be
assessed. Any penalty would be deposited into the blend price
pool. The Market Adm nistrator will set the call start from
t he beginning. The Market Admnistrator will set the cal
percentage requirenents at |levels to generate the mlKk
necessary to satisfy a call.

4) Factors to Consider in Defining the Terns of a Call. |'m
sorry, starting again:

4) Factors to Consider in Defining the Terns of Sale if a Cal
I's |ssued.

The Market Administrator will determne that the
handl er requesting the call is willing to pay the necessary

market terns for mlk deliveries, when deciding whether to
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initiate a call. The charges for mlk subject to a call, wll
be determ ned by negotiation between the supplying handl er and
the pl ant.

Q Now, M. Schad, could you tell us if you have
personal |y had experienced narketing mlk in any Federal Orders
whi ch had cal | provisions?

A Yes. | guess in the 1980's and '90's | worked for
Atlantic Dairy Cooperative and Interstate M|k Producers
Cooperative, and we were pool ed handlers in Federal Order 2
whi ch had cal | provisions.

Q And how did marketing in that Order work with respect
to those call provisions? Wre they utilized? And if so,
under what conditions or just tell us about your experience in
that Order which had call provisions.

A M experience is like, | guess, M. Zolin's testinony.
Wien the, basically when the Market Adm nistrator rattled his
sword, mlk came forth. And | do not renenber, | don't
remenber a call provision being invoked.

Q And to be clear, in that Order were they handl ers that
were potentially subject to the call? D d they have any
mandat ory shi pping requirenments without a call?

A.  The handlers, they were the grandfathered plants of
Federal Order 2, which had no shipping requirenents.

Q Ckay. So that was anal ogous perhaps to the terns in

Proposal 1 in which there are no mandatory shi pping
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requirements in the proposal, correct?

A, That's correct.

Q But this nodification makes, would, if adopted and
i ncorporated, reflects the Proponents of Proposal 1's desire to
have a call there if it is necessary?

A, That's correct.

Q Gkay. Wiy is the county of Yuma, Arizona included in
Procurenent Region 1?

A.  They are Proponents of Proposal 1, | believe there's a,
that there's a plant located in Yuma County, Arizona that woul d
be pool ed and regul ated by a California Federal O der.

Q As a pool distributing plant?

A.  As a pool distributing plant.

Q So it would be presunmably a 7(a) plant under the O der
we believe?

A, That's what we believe.

Q Gkay. So can you just quickly tell us what the
attachnents are to Exhibit 183? You referenced themin the
testinony. |If you can just -- you can just note thembriefly?

A, Yes. The first two pages are froma Federal O der 124,
and they are the only Order that currently has a cal
provision. | |ooked down to Section 1, under B, and it
provi des | anguage, a guide of |anguage to the Secretary, and on
the third page of the attachment is |anguage fromthe former

Federal Order 68, which | believe was M nneapolis. And ny
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reading is it starts in D. 4, the description of the procedures
in the call provision.

Q Gkay. And they are offered as exanples of the type of
call language that we woul d support within the guidelines that
you have testified to?

A, That's correct.

Q kay. \Very good. Do you have anything el se you want

to add?
A No, sir.
Q | nove for the adm ssion of 183 and M. Schad woul d be

avai l abl e for cross-exam nation.

JUDGE CLI FTON:  Thank you, M. Beshore. Does anyone have
questions for M. Schad before you determ ne whet her you
object? No one. Are there any objections to the adm ssion
into evidence of Exhibit 183? There are none. Exhibit 183 is
admtted into evidence.

(Thereafter, Exhibit 183, was
received into evidence.)

JUDGE CLIFTON: Wio will begin the questions for M. Schad?
M. English, thank you.

CROSS- EXAM NATI ON
BY MR ENGLI SH.
Q Thank you, your Honor. Chip English.
Good norning, M. Schad.
A.  Good norning, M. English.
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Q So let ne just start where you ended with your counsel
And you noted, for instance, the |anguage from Order 124, which
is the only Order that presently has a call provision, correct?

A, Yes, | noted that as an exanple, the exanple, of an
Order that had a call provision

Q Now, you agree that it has a call provision, but
what ever Order 2 did back in the days before Federal O der
Ref orm put in performance standards everywhere, O der 124 does
have a required shippi ng percentage, correct?

A Oder 124, to nmy know edge, does, yes.

Q So the call provisions in addition to a shipping
percent age, correct?

A.  That's ny understandi ng.

Q It'snot inlieuof it, correct?

A. No. It's ny understanding.

Q And the | anguage you have addressed for Order 68, we, |
think we, for our part, discussed as well, also was on top of
t he shi ppi ng percentage back when they had the call provision?

A Yes, | believe it was very, very | ow shipping
per cent age.

Q But nonet hel ess there was one.

A, But nonethel ess there was one.

Q Thank you. Now, | note that you have this financial
penalty for an entity that doesn't conply on the bottom of

Page 4. That's different from Oder 68, which basically, if
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you fail to perform you were kicked out of the pool for a
year, right?

A. That is different than 68, yes.

Q And Oder 68 kicked you out of the pool for a year
correct?

A 1'll take your word for it.

Q Gkay. And you are not choosing to go that route?

A, No. No. Qur proposal is as you read it.

Q Wiy not? Wy not take the route of kicking them out
the pool for a year?

A.  Because our proposal includes inclusive pooling.

Q Now, are you advocating if the Departnment were to nove
inits direction of call provision and | ook at Order 124
| anguage, that |anguages was for a Cooperative reserve supply
unit, correct?

A, On the answer to your question, it was for a
Cooperative reserve.

Q Are you telling the Secretary that if they nmove in this
direction and adopt a provision like 124, it should be a
Cooperative reserve supply unit?

A It is not -- we did not put those exanples in there for
the Secretary to conpletely lift themout. Wat we wanted to
do was to put some kind of guidelines in there so that the
Secretary woul d have guidelines in drafting a call provision

that would be specific to the California Oder.
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Q Wuld you agree that the Secretary could also make it a
reserve supply unit that included proprietary operations?

A It's far fromme to say that the Secretary has, the
Secretary has discretion to do what he wants to do, given the
record and evidence.

Q Do the Cooperatives have a recommendation as to
whether, if the Secretary noves to a reserve supply unit
concept, as to whether it should include proprietary operators
havi ng the same opportunity to formor join a reserve supply
unit?

A. W have no recomrendati on because that's not our
proposal .

Q Are you against it?

A. W have no recomrendati on.

Q kay. So turning to the |ast page of your testinony --

A.  Testinony?

Q Page 5, the actual testinony as opposed to the
attachnents.

A, Yes.

Q This is where you are referring to the factors to
consi der ?

A.  Uh- huh.

Q And one of themis the handler requesting a call "is

wlling to pay the necessary market terns fromthe pool." What

Is the definition of necessary market termfor ml|k pool s?
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A It would be the, | guess, prevailing rates, prem uns.
As well as if there is a transportation cost to be incurred
above the transportation costs that would be reinbursed with
the transportation credit proposals of a Proposal 1.

Q Wat about a give-up charge?

A. | think that would be anong the prevailing over order
premuns at the time. It may or nay not be in there.

Q Wat if the -- what if the handler that's requesting

the call deens those necessary nmarket terms to be unreasonably

hi gh?

A. | think that that woul d be a question that the Market
Adm ni strator could address, but again, | think it should be in
lieu of -- it should be in, you know, we should be | ooking at

prevailing rates and prem uns.

Q That's all the questions | have. Thank you

JUDGE CLI FTON:  Wo next has questions for M. Schad on
this topic? [I'Il ask for any redirect and then | wll invite
USDA to question, if they have questions.

REDI RECT EXAM NATI ON

BY MR BESHORE:

Q | have just one question in followup to M. English,
M. Schad.

On page 3, | would just call your attention to the

second paragraph on the one, the first sentence. You have

testified that if there was a call, all pool handlers would be
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potentially responsible to fill the demands of the call. Do
you see that?

A Yes.

Q Gkay. So with respect to whether, and we haven't
proposed a reserve supply unit, a Cooperative reserve supply
unit, that was an exanple of |anguage, with respect to who
woul d be responsible for a call, would it, in fact, be all
handl ers, proprietary or Cooperative?

A Yes.

Q And that's the intention of the universal and

uni versally applicable --

A Yes.

Q ~-- in an equitable fashion?

A Yes.

Q Wthin the procurenment region, of course.
A Yes.

Q Gkay. That's all. Thank you.

JUDCGE CLI FTON: What questions are there from our USDA
representatives? M. HII?

CRGOSS- EXAM NATI ON

BY MR HLL
Q Good nmorning, still. Brian HII.
Can you | ook at Page 4, procurenent regions. | noticed

that Del Norte and Hunbol dt County are not in Procurenent

Region 2, they are obviously not in Procurement Region 1. |Is
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that because there's no production of mlk in that area?

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

Q Gkay. That's really all | bhad.

| have one other adm nistrative issue, your Honor. On

the first page of this, before the testinony, the actual cover
page, since M. Schad is giving this testinony should we nodify
the first page as presented by M. Schad or is it fine the way
it is?

JUDGE CLIFTON: M. Schad, who wote this docunent that we
have marked as Exhibit 183?

MR. SCHAD: The group Proponents of Proposal 1.

JUDGE CLI FTON: Do you have any objection to our marking it
as testinmony of Dennis Schad?

MR, SCHAD: None.

JUDGE CLIFTON: Al right. Let us do that. | think that
is a good idea. Exhibit 183, the top page, we'll strike
Elvin Hollon and it will instead say Dennis Schad, S-C H A-D.

MR. HLL: She is making comments to the term Seventh
St at ement under neat h.

JUDGE CLIFTON: Cnh, because it's not the Seventh Statenent
of Dennis Schad, let's just strike the Seventh and | eave
Statement. M. Beshore?

REDI RECT EXAM NATI ON
BY MR BESHORE:

Q Just one question in followup to M. HIl's question
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on the counti es.

Are the definition of Procurenent Region areas, for
Regi on 2, does the exception relate to the geography of
Del Norte and Humbol dt there, to your |ocation, to your
know edge, M. Schad?

A Yes.

Q Gkay. So they are -- they would be part of the
Northern California marketing area, but they are not being
included in a procurenent region for call purposes, is that --

A That's -- yes. And this is just guidelines for the
Secretary.

Q Yes. Suggestions for how it mght be crafted?

A Yes.

Q And, of course, you have al so suggested that there
shoul d be discretion to design subregions if that was
appropriate under the circunstances?

A Yes.

Q That's all | have

JUDCGE CLI FTON:  Wbuld you come back, M. Beshore? So as |
| ook at these two procurenent regions on Page 4, | notice that
Fresno and Kern and Kings and Tulare are in both. They are --

MR BESHORE: Yes.

JUDGE CLIFTON: They are not included in either. Does any
testimony need to cone in about that?

MR, BESHORE: Well, actually they are included in 1, but
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they are excluded from 2.

JUDGE CLIFTON: You are right. That's inportant. | get

MR, BESHORE: And if | mght --

JUDGE CLI FTON: Pl ease.

MR. BESHORE: -- just note there, they are heavy mlk
production counties which are not within current Southern
California marketing area, but they are supply counties for
that area. And they are actually within what's called the
Northern California nmarketing area, but we would suggest their
excl usi on because, fromthat area for call purposes, because
there are sources of mlk closer to the Bay Area popul ation
center we believe, than those counties.

JUDGE CLI FTON: Excellent. Thank you. That was very
thoughtfully crafted. Thank you. Whoever did that.

MR. BESHORE: Yeah.

JUDGE CLIFTON: Are there other questions for M. Schad on
this topic? There are none. Thank you, M. Schad. You may
step down. Let's see. It is 11:57. This mght be a good tinmne
for us to talk about prelimnary matters and other
announcenents, and we can include in that how you all think the
rest of our schedul e shoul d go today.

Let's start with Ms. May. Your typical announcenents.
Today we limted you just to the layout of the building we're

in, and you may want to give us your normal welcone. You did
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tell us where the copy nachine is.
M5. MAY: Laurel May. You know where the copier is and the
bat hroom what el se do you really need to know? Al right.

So wel conme to everybody. dad that you are all here
and appreci ate those of you who have accepted the challenge to
cone and testify before us today. |f anybody who would, if
anybody would like to testify who hasn't notified us about that
yet, you are welcone to do so, and sinply let us know and we'l |
bring you on up. |f anybody would |like to ask questions of any
of the w tnesses, you are welconme also to do that. And to do
that you woul d sinply approach the podiumand | et the Judge
know that you would |like to ask a question of one of the
W t nesses.

We are broadcasting this section of the hearing via
live audio feed that's accessible at www. ans. usda. gov/|i ve.

The court reporter is recording official transcripts of
the -- wearily -- of the hearing, and she is getting those back
to us, and we are posting themon our AVS Dairy website as
qui ckly as possible. GCenerally, two to three weeks after the
end of each hearing you will see the exhibits and testinony
that pertain to that week.

We did not bring extra copies of all of our other
exhi bits today, just because we knew you were going to be a
little cranped in here, so as | nmentioned earlier, you can

access up to Exhibit Nunber 74 | believe online right now on
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the AMS Dairy website. And that, | believe, is everything.
Anyt hi ng el se?

JUDGE CLIFTON: | have got a couple of follow ups, but I
think that's good. Al right. So here are nmy couple of follow
ups.

In case you mss via the audio feed some segnent that
you are interested in listening to, you nay visit a website
that is supplied by Agribusiness Publications. And you w ]l
find that at www nmy-dairyman.com | use a hyphen, sonme people
call it a dash, but it's ny-dairyman.com Also, there are
links to exhibits, but it's exactly the sane exhibits that are
al ready posted on the AVS Dairy website, it is just alink to
those. It's not separate exhibits. At first | was concerned,
| really didn't want exhibits on a website unless they were
official. And although anyone can put anything on their
website, | am pl eased that Agribusiness Publications has chosen
to do it that way. So that nmeans you have to wait until our
formal process has put those exhibits on the website to get
them So if you want to wait until you can see the exhibit and
then go to the testinony for that day to listen to it, you may.

You al so may prefer to read the transcript. That's
often faster, reading a transcript, but it's way nore
interesting to listen to the speaker. So that's a resource
that's available to you. That's a resource that may be of sone

use to those of you proposing transcript corrections.
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| have indicated that | would prefer that when it comnes
time to propose transcript corrections, that the attorneys for
t he Proponents of Proposals 1 and 2 go first and do that heavy
l[ifting for us. And then we'll have everyone el se respond to
t hat .

Now, | think the right way to respond to preserve not
only your manpower, but also nmy reading, is to indicate what
of, what woul d have been proposed is acceptable, and then just
show what you di sagree with or what you want to add to it.
That is a lot easier for ne.

What | eventually will do then, is, for exanple, accept

t he proposed corrections submtted by, and I'll say, unless |
di sagree, and I'Il say which ones | reject, and if | have any
additional of my owmn. So that's how we'll get the transcript

corrections in.

Whi ch means AMS Dairy will need to post all the
proposed corrections and nmy Order about themfor it to be clear
to anyone how the transcript was corrected.

The timng of the transcript corrections will depend on
when the transcripts have been posted. And they're being
delivered as we go, to the Hearing Clerk. They go to
Agricul tural Marketing Service within USDA, then they are
posted on a website and delivered to the Hearing O erk.

Everything that will be filed post-hearing needs to go

both to AMS Dairy and to the Hearing Clerk. And to deliver to
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the Hearing Cerk, | want you to know t he best delivery
address. I1'mgoing to read it into the record. Hearing
Cerk's Ofice, I"'mgoing to do this each day for the rest of
our time here. Hearing Cerk's Ofice, United States, or U S
Departnent of Agriculture, Stop 9203, South Buil ding, Room
1031, 1400 I ndependence Avenue Sout hwest, Washi ngton, D.C.
20250-9203. Again, that 9203 is just the Stop nunber within
the building by which people in the building sort the mail.

If you want to hand-deliver your documents to the
Hearing Clerk, when you get to the security guard you will need
to tel ephone the Hearing Clerk. You don't want a specific
phone nunber for the Hearing Cerk, you want the general nunber
for the Hearing Clerk's office, which would be answered by
anyone in the office. And that nunber is (202) 720-4443.

Now, I'Il need for AVS Dairy to announce how you want
everything delivered to you, whether you want it
el ectronically, whether you want it both electronically and in
hard copy, but what will be com ng, of course, will be vast
vol unes of paperwork, both proposed corrections, but nore
importantly, the briefs. And | want you all to help ne with
the tinmetable of each of these things. So be thinking about
it.

Wth regard to the transcripts being available for your
use, we are blessed that we have the very sanme person in the

roomw th us, hearing everything firsthand, also preparing the
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transcript. | can't tell you how nmuch that helps. It's an
enor nous advantage. The disadvantage is, she's only one
person, we keep her here nore than eight hours a day, and
there's no way she can keep up with our proposed idea that we
woul d have all the transcripts posted within two weeks. It
just can't be done by one person.

So | don't know exactly when transcripts will finally
be available, but | don't think you shoul d have to do either
corrections or briefs until you have every volunme of the
transcript, because sone things came up later on that affected
what happened earlier. So that nmeans the timng that you
shoul d propose to nme should be a timng fromwhen the | ast
volume of the transcript is posted online, sonething |ike that.
W don't know when that will be. But you will calculate a
number of days or weeks or sonething like that for nmne.

So what I'mthinking inmy mndis, first, the
Attorneys for Proposals 1 and 2 post proposed transcript
corrections, then the next deadline would be everybody el se
suggest these transcript corrections. Then | rule. Then
briefs come in, the initial briefs fromanyone who wants to
file themw ||l need a deadline, and then reply briefs from
anyone who wants to file them So reply briefs, as | nentioned
before, will not be required, but they may be extrenely hel pful
and instructive.

So be thinking of all that, because before we |eave
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here | need to give you those deadlines. These will not be
dates certain, they will be nunbers of days after the events.
| know the holidays are in there, and children are off school,
and people spend time with their famlies, and that shoul d be
taken into account.

The other thing that | want to take into account is, we
need to know whet her, before we | eave here this week, we need
to know whether we are com ng back in Decenber for any further
evi dence.

And, Ms. Hancock, in that regard, | want to go back to
what we tal ked about |ast week. The two weeks that we have
hearing space reserved here in Fresno in case we need to cone
back, are the weeks of Decenber 7 and Decenber 14. And as |
recall what you said before we left on Friday, Ms. Hancock, is
t hat begi nning Decenmber 9 you are not available. So I'm
thinking if you want to put on additional evidence, probably it
woul d be on Decenber 7 or 8 or both. So be thinking about that
so that you can give us a report. | don't expect you to decide
until after the testinony of Dr. Schiek and the
cross-examnation of it. And then you can determ ne whether
your clients want to put on evidence about the econom c val ue
of exempt quota and the value of regular quota. So you can
deci de, not today, but eventually before we | eave here this
week.

All right. That's all ny prelimnary. Wo el se has
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prelimnary issues, including today's schedul e?

MR. BESHORE: Wth respect to the schedule, I would Iike
maybe a, just a short three-mnute break. ['mnot sure, well,
M. Schad, our next testinony from Proponent witnesses is a
14-page statenent with 12 charts and tables, M. Schad has it.
It's not going to get in before lunch if we start it now by any
means.

There may be dairy producers who could testify at this
time, I"'mnot sure, but | would Ilike to have two mnutes, three
m nutes to check that out and then suggest how we m ght
pr oceed.

JUDGE CLI FTON: Excellent. Three mnutes is too short to
do anything. We'll take a five -- M. English, would you |like
to be heard with regard to prelimnary matters?

MR, ENGISH Yes. Qher than saying maybe if we got
M. Schad's testinony and we can | ook at it over lunch it m ght
shorten or organi ze cross-exam but | leave it up to
M. Beshore.

| heard | ast week that he had sort of nultiple parts,
we seemto have gotten soon, the shorter ones done that
M. Beshore referenced. | understand M. Hollon's com ng back
on Wednesday for maybe a coupl e of pieces, and there was sone
suggestion that, by M. Beshore, that we mght end up, or we
m ght not, we mght end up with time tonmorrow on our hands.

And obviously, if there's a gap in the schedul e we hope to put
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Dr. Schiek on in that gap, if there is one tonorrow. But also,
| would say if there is a gap, even if you have already started
tal ki ng about some of the issues, we can use that tine to talk
nore about official notice, corrections, and briefing.

And | want to say sonething about corrections for a
moment. Yes, we're |lucky enough to have the transcripts being
available, a lot of themfairly quickly. And yes, at times we
have | ooked at those transcripts to | ook at specific pages.

But if anybody in this roomthinks that, at least |, and don't
know about M. Beshore, at |east | have been spending one
moment of time |ooking to nake corrections on transcripts, that
hasn't happened.

JUDGE CLI FTON: Wy don't you just conment. | don't think,
| think a |ot of people have no idea how much work goes on when
we're not in the hearing. Wy don't you give us just an idea
of what all of you have been doi ng.

MR. ENGISH. | can just say that, you know, we al so have
other clients. So, for instance, yesterday, | nmanaged to spend
| ess than two hours on this yesterday, but | ended up spending
ten hours on other things yesterday. And, you know, | think
I''mnot speaking just for nyself here, | think nost people are
getting up very early in the norning, and we're getting to bed
very late at night, and I think unfortunately there's sone
physical signs of that, like tight shirts. But so, | nean,

it's been really extraordinary. | think everybody -- | don't
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think I can say this is just us, | knowit's not just us. |
know it's true of everybody, and so it's just been very tough.
So | just want to say that in advance.

We are starting on the corrections, and |, at |east,
have a multi-week drive back to the East Coast when we are done
anyway. That's all | wanted to say.

But | do want to say that if there is a gap tonorrow,
that it seenms to nme we have things we can do to fill the tinme,
and that may turn out to be there isn't time. So --

JUDCGE CLI FTON: Does anyone el se want to be heard before |
take the five-mnute break? No one. Please be back and ready
to go at 12:20. Gves you al nost six mnutes.

(Wher eupon, a break was taken.)

JUDGE CLIFTON: We're back on record at 12:22.

M. Beshore?

MR. BESHORE: Thank you, your Honor. At this time there
are two dairy producers who are here prepared to testify, and
we would like to allow themto, at this tine, starting with
M. Van Steyn, who did introduce hinself earlier for the record
thi s norning.

JUDGE CLI FTON: Thank you. Please cone forward and pl ease
wal k between these two tabl es.

M. Van Steyn, even though you have already introduced
yourself, 1'"Il have you do that again after | have sworn you

in. W're distributing a docunent right now Does that relate

7749

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XXXVIII 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

to M. Van Steyn's testinony? It does. So we'll wait until
that is distributed and marked.

All right. W may need to hand out sonme of nore of
these, but we'll let M. Beshore tell us what we shoul d have
and then what we need. M. Beshore?

MR. BESHORE: W shoul d have a four-page statenent, which
is two pages front and back, begins, "Hello, ny nane is
Case Van Steyn" pages are nunbered, and then we have two,
one-sided m |k mailbox prices, docunments, one ends in
June 2015 and the second in July of 2015.

JUDGE CLIFTON: Very good. Al right. Raise your hand if
you still need any of those. It appears they have been
distributed. Let us start with the statement and give it the
next nunmber. Do you have six separate things? So you have got
four pages of typed and talk, and then two mailings from CDFA.

MR, BESHORE: We can nake themall one.

JUDGE CLIFTON: And call themall one exhibit. That is
very helpful. Good. Thank you. M. Elliott, | think that is
184. Do you agree?

M5. ELLIOIT: Yes.

JUDGE CLIFTON: Al right. W'Il call all of this 184, and
I'mstarting with the four pages of testinony. And then for
the next page, M. Beshore, do you want the nost current one or
the one -- which one do you want first?

MR, BESHORE: Let's make them chronol ogical. So we have
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the one ending in June and finally, the one with July.

make the July Page 5, side 5 will be the July, the July

Ve'| |

mai | box

mlk prices ending in July 2015 and the final page would be

m | k mail box prices ending June 2015.

(Thereafter, Exhibit 184, was

mar ked for identification.)

JUDGE CLI FTON:  Very good. Thank you. Al right.

M. Van Steyn, |I'mgoing to swear you in. [If you would
your right hand, please.

Do you solemly swear or affirmunder penalty of
perjury that the evidence you will present will be the t

MR. VAN STEYN. Yes, | do.

So,

rai se

ruth?

JUDGE CLI FTON: Thank you. Please state and spell your

name.

MR. VAN STEYN. Case Van Steyn, CG-A-S-E, the last nanme is

V-A-N, space, S-T-E-Y-N
JUDGE CLI FTON:  Thank you. M. Beshore?
MR BESHORE: Yes.
DI RECT EXAM NATI ON
BY MR BESHORE:

Q And, M. Van Steyn, have you prepared the docunent we

have identified as Exhibit 184, those materials, and would you

present them for us now?

A Yes, thank you

Before | start on the docunment, I'Il just give a little
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bit of background about nme so that if | mess this up, you
have to forgive ne. But | started out with getting accept

into the California Leadership Program which many of you

Wil |

ed

probably know what it is. And |, one of the things | renenber

clearly about their focus was, get out of your confort zone.

Vll, here | am So, anyway. And | did that.

And after that, | was involved in the Sacramento County

Farm Bureau for over 30 years. | was involved with the

California State Farm Bureau for six years on the Board of

Directors, and Chairman of the Finance Commttee for, | think

it was two or three. I'mecurrently on the DFA Western Counci

Board of Directors, and | also represent the Western Council at

t he DFA Corporate Board of Directors.
| have been a -- I'mthe -- | spent nine years on

Western United Dairynen Board of Directors, and two years

t he

as

President. |'ma nenber of the, represent the dairy industry

t hrough the co-ops on the Ag Council of California. | have

al so spent tine, a couple of years, | can't remenber if it

was

two, three or four, on the M|k Producers Security Trust Fund

run by CDFA. And currently, I'malso the Chairman of an
organi zation called Cal Ento, which is a co-op that suppl

fertilizer to nenbers based on a stock purchase program

es

So |

think I would tell the Director of the Agricultural Leadership

Programthat | did what he said, | got out of ny confort zone.

So thank you for that.
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And now I'Il start on the prepared statenent.

You have already got ny nane. | operate three dairies
in South Sacranmento County with famly and enpl oyees. M story
is simlar to many people that have been here, including Joey,
that's -- | added that -- and others that | have heard that
have a simlar story.

My parents came from Holland to chase the Anmerican
dream After Wrld War |l there wasn't a | ot going on, so
there was, the American dream of job, security, opportunity for
the future, | cannot inagine the enotions when nmy parents |eft
Hol land with two small children, not knowing if they would ever
see their parents or if their grandparents would see their
grandchildren again. It was a big step that nost of us can't
conpr ehend, including ne.

My dad got a job mlking cows in Tracy, California. He
wor ked for several years to save up a snmall sumof noney to
start his own dairy. He acconplished this by scrinping and
saving every dollar he could, and putting everything into a
savi ngs account, which came first. Living expenses were from
what's left over

By using the savings and a | oan fromthe bank, he
gathered up 20 cows and rented a place in Lockeford,
California. No days off, no outside activities. The goal was
commtted to seven days a week. Slowy but surely he added

cows, noved to another location, still in Lockeford. And in
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1956, the famly noved to a ranch in a partnership wth another
dairy farmer in Elk G ove. The cows were nerged together of
the two partners to a viable, to nmake a vi abl e operation, which
continues to this day. |In 1966, ny dad bought out the partner
and proceeded to acconplish his dream of owning his own dairy
cows and | and.

In the early '60's, we shipped to an i ndependent
processor in Sacramento. The nmarket prices were stressed. MW
father net with | ocal dairymen, whom he and his partner rounded
up to have a discussion on what coul d be done, possibly even
i ncl udi ng approaching the processor, processor for nore noney,
addi tional noney. The processor |earned about this neeting and
ny, that ny dad had participated and organi zed, and sent a
fieldman for the conpany came by, and told us at the end of the
month our m |k would not be picked up anynmore. Qur contract
was cancelled. | assunme that the processor did this to make
sure that the other farmers that attended the neeting would not
proceed with any further discussions or neetings.

At the tinme of this area in approxinmately early '60"s,
ny dad's partner had a duck pond on the back of the ranch where
several of his friends would be invited to go hunting. This
included a cabin with sleeping quarters. |t was far from any
ot her structures. The people would hunt there, eat there,
sleep there, and drink there, I'"msure, and swap stories as in

today's proverbial "man cave" of today.
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During these times, the topic of our contract being
cancelled came up. I'msure it was right away, because we
couldn't have, get to the end of the nonth. Sonme of the duck
hunti ng conpani ons included the owners of Raley's Superstores,
a construction contractor, and peopl e associated w th Borden's.
By the time they ended their duck hunting event of the weekend,
an agreenment was reached that Borden's woul d supply products to
Raley's, if Borden's would take us on and give us a contract.
This would be simlar to today's contract, including pooling
and quot a.

Renenber all this took place at a duck club. W
received our contract and sold to Borden's. Because of this
and naintaining our ass 1 usage, we were able to enter a new
California plan and receive quota holdings in '69.

JUDGE CLIFTON: Let me interrupt you
MR, VAN STEYN. Sure.
JUDGE CLI FTON: Read that again, the new California.
MR. VAN STEYN. The new California, you mght want to
insert the word "pooling plant” and "receive quota hol di ngs".
JUDCGE CLIFTON: Ckay. |I'mlooking for the word "m | k"
whi ch you have witten but you didn't read.

MR. VAN STEYN. |'msorry.

JUDGE CLIFTON: Go ahead and read that sentence again, if
you woul d, however you want it to read.

MR. VAN STEYN. Renenber that all this took place at a duck
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club. W received our contract, sold to Borden's, sold mlk to
Borden's, add the word "m | k" there.

JUDGE CLIFTON: Ckay. W're going to do that on the record
copy.

MR. VAN STEYN. Because of this, and maintaining our
O ass 1 usage, we were able to enter the new California M1k
Pool ing plan, add the word "pooling", and receive quota
hol di ngs in 1969.

JUDGE CLIFTON: Al right. Let me nake sure and coordinate
with Ms. Elliott. Good. Thank you. W have added those two
words. Thank you.

MR. VAN STEYN. As you can see, having a secure hone for
mlk was totally at the hands of the processors who controlled,
who shi pped where and when. The farmers were totally at the
mercy of the processors, and it was clearly apparent that the
processors' interests were first. So thank goodness for
friends, duck hunting, conmtnments made over breakfast that we
were able to survive in the dairy business in the md '60's.

| enphasize it is extremely critical that we naintain
the quota systemin California as we have done since '69. That
change all owed nmany dairies to remain viable and participate in
the American dream Since many other dairy famlies roots, not
routes, I'msorry, that's supposed to be roots.

JUDGE CLIFTON: We'Il spell it ROOT-S.

MR. VAN STEYN. Thank you.
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JUDGE CLIFTON: 1'll bet a spell check changed that.

MR. VAN STEYN: | think that was probably true, because |
the word | used was "roots".

Trace back to Holland, Portugal, and many ot her places,
they had nany, they are and had many common goal s.

The dairy industry in California has net with bunps in
t he road, ups, downs, support, federal support price
volatility. Do we need to add the word federal in there?

JUDCGE CLI FTON: Let's see, ups and downs, and federa
support price volatility?

MR VAN STEYN.  Yes.

JUDGE CLI FTON: Have you had any ot her support for prices?

MR. VAN STEYN. No, not that | know of.

JUDCGE CLIFTON:. kay. So we'll add the word "federal"
before the word "support".

MR. VAN STEYN. But with all the bunps along the way, the
dairy farners have been able to, and at sem -reasonabl e |evels,
to allow for positive cash flow and sone expansi on

I n approxi mately 2007, decisions were made at CDFA in
pricing formulas that allowed the wheels to fall off the train,
and the California discount to begin, which continues to this
day. The biggest priority as we di scuss Federal Marketing
Orders in these hearings, is that we find a solution to end the
volatility and cause California's prices to be in reasonable

alignment with prices in the rest of the country.
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A $3.00 discount of milk prices conpared to other
cheese nmaking areas is unacceptable if Californiais to
mai ntain | eadership in the dairy industry in the future. It is
critical that we address these issues, including nmaintaining
quota to be able to nove forward and stabilize the dairy
industry in California.

We al so need to consider California's regulatory
climate, its consequences on dairies, including water, air --
excuse nme, including air, water, labor, environmental, and
animal care that add up to significant costs to a dairy's
P& L.

California has | ost approximtely 600 dairies since
2008, and has -- there's -- that's not quite right. And has,
and continues to have sales of dairies going out of business on
a regular basis. Currently there are shortages of mlk in
California with nost processors, and it's likely to get worse.

So as not to repeat previous testinony by co-ops, trade
organi zati ons, individual dairymen, including Rob Vandenheuvel,
Ri en Doornenbal, Melvin Medeiros, Joey Airoso, just ad lib him
inthere -- | will try not to testify on details which I'mnot,
ny cal cul ator doesn't do scientific stuff anyway, which |I do
not have personal know edge. However, | can present the CDFA
Dairy Review, which | included two back pages which clearly
poi nts out the California discount over the last six years, and

| mght add that if we take the dairy view and go all the way
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back to 2008 it beconmes even nore clear of how that, how
serious this problemis.

Thank you very nuch for your attention and accepting
this testinony to be considered in a Federal M|k Marketing
Hearing as it noves forward.

JUDCGE CLI FTON: Thank you. | want to coordinate with
Ms. Elliott on changes we're going to make to your statenent,
so listen carefully, M. Van Steyn, and correct me if | don't
have it quite right.

So on Page 1 I'mnot changi ng anyt hi ng.

On Page 2, the only change | nade is in the very |ast
l[ine | added the word "mlk", so that it, so that phrase says,
"sold mlk to Borden's."

Then on Page 3, the top line, | inserted the word
"pooling", so that the phrase says "the new California M1k
Pooling Plan," and then when | | ook at the second ful
par agraph on that page, the next to the last line, | have
changed "routes"” to "roots" RROOT-S; and then the next Iine,
| have said, "there are" and "had many conmmon goal s."

MR. VAN STEYN. | guess | neant the dairymen, all the
dai rynen have many common goals with what | have |isted.

JUDGE CLIFTON: So we could say, instead of there are, we
could say, "the dairymen have had nany common goal s" woul d that
wor k?

MR. VAN STEYN:. California dairymen have many -- no, that's
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not right. "All dairynen have many conmmon goal s."

JUDGE CLIFTON:. kay. So let's read fromthe begi nning.
"Since many other dairy famlies roots trace back to Holl and,
Portugal, and other places -- "

MR. VAN STEYN. | think | would go with California, because
['mthe nost familiar, and the presence of Portuguese and Dutch
dairymen in California is nuch higher than the rest of the
country, | think

JUDCGE CLI FTON: So we could say, right after "places" we
could say "California dairynen have had many common goal s."

MR VAN STEYN. Have

JUDGE CLI FTON: "Have many common goals.” Gkay. So I'm
readi ng the sentence this way, Ms. Elliott, see if this works.
"Since many other dairy famlies roots trace back to Hol |l and,

Portugal, and other places, California dairynmen have many

common goals." Ckay.
Then, the next paragraph, | only put in one word, and
it's on the second line. | inserted the word "federal" that's

with a small f, federal, in between "and" and "support", so the
| ast clause of that sentence reads, "and federal support price
volatility."

All right. So Ms. Elliott and | are on the sane page
for the record copies. And M. Beshore, you may proceed.
BY MR BESHORE:

Q Gkay. M. Van Steyn, could you just tell us, the |ast
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two pages of Exhibit 184, are these the |ast two pages, are
t hese docunents which you received in the mail from CDFA?

A, Yes, sir. But they are part of the California Dairy
Revi ew, which conmes nonthly.

Q Ckay. And the information on them which you want to
call to our attention, is the mailbox price listings, which
show a California mail box price, and then mail box prices for

many other regions in the country, correct?

A Yes, sir.
Q | think we can all conpare those and see how they | ook
when you read themevery nmonth. | have no other -- well, | do

have anot her question for M. Van Steyn.

Can you tell us just alittle bit nore about your three
dairies, who is involved in themand how many cows are you
m | ki ng there?

A W are mlking a total of about 1200 cows on three
| ocations, two owned and one rented. And the people involved
are my brother, who is a partner; and ny son, who is going to
be a partner.

Q Very good. Thank you. Thank you, M. Van Steyn. |
move for the adm nistration of 184, and he will be avail able
for questions from others.

JUDCGE CLI FTON:  You know, | forgot the changes on Page 4,
sorry, so | need to coordinate again with Ms. Elliott. So

Ms. Elliott, | added in the second paragraph on Page 4, |
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struck the word "the" and added "a dairy's" before "P and L".
So the |last phrase of that paragraph woul d read, "add
significant costs to a dairy's P and L."

And then in the next paragraph | changed that first
l'ine, would you again help, would you help ne, M. Van Steyn
and just read me how that should read, beginning wth
Cal'i fornia?

MR. VAN STEYN: California has |ost approximtely 600
dairies since 2008, and has had ongoing sales of dairies going
out of business on a regular basis.

JUDCGE CLI FTON: That's good. kay. So all we do,

Ms. Elliott, is just insert the word "ongoi ng" before "sal es”.
And then in the next paragraph after the other gentlenen are
specifically naned, | inserted "and Joey Airoso".

MS. ELLIOIT: Wuld you spell that, please?

JUDGE CLIFTON: Yes. Joey, J-OEY, and A-I-ROSA let
nme nmake sure |'ve got that right. Airoso, thank you,
Al-ROS-O Al right. Thank you.

So does anyone wi sh to question M. Van Steyn before
det er mi ni ng whet her you have any objection to the adm ssion
into evidence of Exhibit 184? No one. 1Is there any objection
to the adm ssion into evidence of Exhibit 184? There is none.
Exhibit 184 is admtted into evidence.

(Thereafter, Exhibit 184, was

received into evidence.)
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MR BESHORE: And now we'll put you well out of your
confort zone and make you avail able for cross-exam nation

JUDGE CLI FTON: Thank you, M. Beshore. Wo would go next
to ask for additional information fromM. Van Steyn?

CROSS- EXAM NATI ON

BY MR FRANCI S

Q WII Francis, USDA. Thank you, M. Van Steyn. Just a
coupl e questi ons.

Are you appearing here today in support or opposition

to any particul ar proposal s?

A.  Supporting Proposal Number 1, the co-ops proposal.

Q Gkay. And you nentioned you own quot a.

A Yes, sir.

Q Can you tell us alittle nore about your quota
ownership and the inportance that it has on your operations?

A.  The quota ownership in, that we participate in, helps
us to generate a higher premumon the part of our mlk that
ends up in Cass 1 usage. And that's the, how the quota system
works to be able to hel p generate extra inconme without -- to
dairy farms on a regul ar basis.

Q Gkay. And just about your operations. You nentioned
you have two separate | ocations?

A Three.

Q And you rent a third one?

A, Right.
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Q Are they all considered part of the sane operation or
are they separate entities?

A. They are -- boy, that's a tough question.

Q The reason --

A Onthe tax return they are all together, but with the
co-op there are three. How s that?

Q | think that helps us. Yes. Ckay. Just for
backgr ound.

A Don't want to get a call fromthe IRS either

Q The reason why | ask is, we |look at the inmpact on snall
busi nesses. And the rough definition, while the actua
definition is based on total dollars, so it's $750,000 per year
annual gross income. And | -- you don't need to tell ne
specifics, but |I'massum ng your operation is above that.

A If you add it all together, we would be over that.

Q Thank you.

JUDGE CLI FTON: What are the names of the three dairies?

MR. VAN STEYN. This is really creative. It is Van Steyn
Dairy Nunmber 1, Nunber 2, and Nunber 3.

JUDGE CLIFTON: | like it. \What other questions are there
for M. Van Steyn? M. Van Steyn, is there anything you would
like to add?

MR. VAN STEYN. Yeah. About the quota. Dairy Nunmber 3
does not have quota, so | can conpare how that works for ne,

and it does show clearly that the quota has value and that it's
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an inportant tool for California dairynen.
The other thing, |I'msorry about the m stakes, your
Honor, but this -- you can tell this is not ny occupation

JUDGE CLIFTON: | think you did great. | like very nuch
your statenment. It's very clear. As you can tell, people
under st ood what you had to say, there aren't a |ot of
qguesti ons.

MR. VAN STEYN. They m ght want to go to | unch.

JUDGE CLIFTON: | just love how you expl ained how the dairy
stayed in business because of the social contacts at the duck
pond.

MR. VAN STEYN: The old story about who you know -- it is
not what you know, it's who you know. Sonetines that's
absolutely true.

| was just, | did not go to the duck club, | wasn't
invited. | was in high school.

JUDGE CLI FTON: Do you have any personal know edge of
dai rymen | eaving the business? And if so, in what geographic
area?

MR. VAN STEYN. | guess ny answer to that would be, in
California, because the nunber of dairies is |limted and the,
when there's dairies going out of business, nost brokers woul d
send a postcard or some announcenent of a pending sale, and
they would use the list of contacts from CDFA, which woul d

include all dairies. So we normally see those, and they are,
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have seen themin ny area, close to nme, and all over the state.
And there are significant nunbers of dairies, every week
there's anot her one, or two weeks, going out of business and
having a conplete sale. People that have been in the business
for along, long time, and they've just said enough. And we
don't have time to go into all the details, but that's, to ne,
when, as | grew up, | wore dairy clothes, | carried this stuff
around. And | used to advertise and do school tours and do all
that stuff. And because of all the negative publicity, and the
negative everything, including insurance conpanies, they don't
like it. W end up stopping. Don't do that anynore. But
enotional |y and personally it changes your view of the world.
So I'Il stop there.

JUDGE CLIFTON: Don't stop there. It changes your view in
what way?

MR. VAN STEYN: In view of the value of dairy, especially
to California. It's not just the water, the air, and the
conpetition for land, but it is also the political viewthat,
this is ny opinion, that dairies are a negative to the state's
economy. And | don't think we're valued Iike we used to be,
including California' s CDFA and our state | eadership.

JUDGE CLI FTON:  Thank you.

MR. VAN STEYN. That's definitely opinion. But | could
support it.

JUDGE CLIFTON: And we appreciate it. Does anyone have any
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addi tional questions for M. Van Steyn? |Is there anything
woul d you like to add?

MR. VAN STEYN. No. Just thanks for the opportunity to
present and to tell a short story on howthis, the whole system
wor ks.

JUDCGE CLI FTON: Thank you. \We appreciate your being here,
and your testimony, and your exhibits. Thank you.

MR. VAN STEYN. Thank you. [|'m excused now?

JUDGE CLIFTON:  Yes. You may step down.

MR, BESHORE: Your Honor, | would suggest at this tine we
take our lunch break. W do have a dairyman from Sout hern
California, M. Qosten, who is here, but he tells me he will be
able to testify after the lunch break. And | would make
M. Schad's testinony available for distribution before I[unch
so everybody gets a chance to have a previ ew and naybe that
w |l help things this afternoon

JUDGE CLIFTON: Is M. Barcellos also available after
| unch?

MR, BESHORE: M. Barcellos is, and we hope to be joined by
M. W ahos after |unch, also.

JUDGE CLIFTON: We're distributing now two docunents, one
Is the testinony of Dennis Schad and the other is the exhibits
to go along with this testinmony. This particular testinmony is
mar ked as second st atenent.

Ms. Elliott, 1'lIl mark the testimony of Dennis Schad as
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Exhibit 185.
(Thereafter, Exhibit 185, was
mar ked for identification.)
JUDGE CLIFTON: I'lIl mark the exhibits in support, as
Exhibit 186.
(Thereafter, Exhibit 186, was

mar ked for identification.)

JUDGE CLI FTON: That suffices. Al right. Good. Then I

think we'll take an hour and 15 mnutes. It is just after
1:00, it is 1:01. Please be back and ready to go at 2:15.
That's 2:15.

(Wher eupon, a break was taken.)

---000- - -
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MONDAY, NOVEMBER 16, 2015 - - AFTERNOON SESSI ON

JUDGE CLIFTON: W are back on record at 2:27. | would
invite the next witness to come forward, please.

MR. BESHORE: Your, Honor at this tinme M chael Qosten, who
has driven here five hours to testify. He's prepared.

JUDGE CLI FTON: Thank you, M. Beshore.

Wel come. And | think you got here intine to go to
lunch with some of the other dairy producers; is that true?

MR. OOSTEN  Yes, it is, yes.

JUDCGE CLI FTON. Cood. Very good. I'Il swear you inin a
seated position. Wuld you raise your right hand, please?

Do you solemly swear or affirmunder penalty of
perjury that the evidence you wll present wll be the truth?

MR. OOSTEN: Yes, | do.

JUDCGE CLI FTON: Thank you. Please state and spell your
nane.

MR. OOSTEN. My nane is Mchael Qosten, MI-CGHAEL MW
| ast name is Qosten, OO S-T-E-N.

JUDGE CLIFTON:. OO S T-E-N?

MR OOSTEN. S-T-E-N, yes.

JUDGE CLI FTON: Excellent. Thank you. Do you have any
docunent that you want to us distribute for people to | ook at
during your testinony?

MR. OOSTEN. No, | do not.

JUDGE CLIFTON: Al right. You may proceed.
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MR. OOSTEN: Well, first and forenmost, | would like to

t hank everybody for the opportunity, and USDA, to tell my story
and state ny position here. You know, I'ma first and
forenost, I'mhere to support Proposition 1, the Cooperatives'
Proposal. | sit on the Board of a M|k Producers Council, and
been there since 2008. And I'malso a reserve delegate for
Land O Lakes, so |I'ma nenber-owner of Land O Lakes.

And -- any ways. A little bit of ny famly history.
You know, ne and ny famly, we operate Marvo Hol stein Dairies,
with ny wife Jackie. W have three kids, Mark, Jack, and Ay,
and we are partners in two dairies, both in San Jacinto. |'m

al so partners with ny Sister Jeanna and Kristen, who are --

Jeanna is 28 years old, Kristen is 22 years old, and | just
turned 30 this year. So |I'mkind of young, | guess you coul d
say, but | have been in the industry for awhile, and I'Il go
ahead and tell that story. So but -- we're mlking --

JUDGE CLIFTON: Let ne interrupt for just a second. | need

to get sone spellings. Howis your wife's nane spelled?

MR. OOSTEN. Well, it is actually, Jacklyn, J-A-C K-L-Y-N

JUDGE CLIFTON: And is it with your wife that you operate
Marvo Hol stein Dairy?

MR OOSTEN:  Yes. Yes.

JUDGE CLIFTON: How is that -- howis the first word
spel | ed?

MR. OCSTEN: Yeah, Marvo is MA-R- V-0
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JUDGE CLIFTON: Al right. And your sisters, how are their
names spel | ed?

MR. OOSTEN: Jeanna, her nanme is J-E-A-N-N-A; and Kristen,
her name is K-R-1-S-T-E-N

JUDGE CLIFTON: And is anyone involved in that dairy
besi des you and your two sisters?

MR OOSTEN:.  No.

JUDGE CLI FTON:  And what is the nanme of that dairy?

MR. OOSTEN: They are both, well, one is called Marvo
Hol stein Dairy, and the second dairy is called Marvo Hol stein
Dai ry Nunber 2.

JUDGE CLI FTON: There's a pattern here. Thank you. You
may conti nue.

MR. OOSTEN: Yeah. And so between the two dairies, we have
2400 Hol stein mlking cows in our mlking herd, so mlking and
dry, and we also farm 1600 acres of row crops for forage for
the cows and San Jacinto.

JUDGE CLIFTON: And | need help with the spelling of that,
pl ease.

MR. OOSTEN. San Jacinto, just like the fanous battle in
Texas, S-A-N, and then the second word is J-A-CGI-NT-O

JUDGE CLI FTON: Ckay. Now | feel foolish for having asked,
but I didn't quite catch it.

MR. OOSTEN: No problem | say it kind of fast. Anyway,

our famly dairy was founded, well started by ny grandfather in
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Paranount, California, which is by L.A near Paranmount Studios,
| imagine. | wasn't there when he started but -- any ways, and
that was back in 1945. So he started with 40 cows, mlKking
them by hand. And then, you know, |ater on they noved a nunber
of times. You know, when ny dad was young, also. They noved
from Paranount to Artesia, it was just right down the way. And
later to Chino, and ultimately to San Jaci nto, where ny dad
built the dairy where | currently |live and operate.

So and you know, the unique thing about ny story is, ny
journey in the dairy business started when | was really young.
My father unexpectedly passed away in 2003 at the age of 49, so
| was only -- | was only 17 at the time and still a Junior in
hi gh school, so that kind of obviously nade sonme pretty uni que
chal  enges. And he was preceded in death by my grandpa in 2002
of natural causes. So | really got a baptismby fire. So, you
know, so | was in charge of the whole thing.

And then, | was able, you know, conplete high school,
graduated with honors in 2004. And | did it while working in
the nornings, and everyday after school. And with the help of
sonme good enpl oyees and our accountant.

And then after high school | was accepted to
UC Riverside, University of California R verside, where |
studi ed Business Admnistration, and -- but after doing that
for about a year had a half | was really burdened with the

responsibility of running the farmand going to college
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full-tine. | decided to prioritize it and | decided to
transfer to Cal Poly San Luis Cbispo, just to focus on the
things | felt were nost inportant in ny business, so -- our
business -- and so | went there to study Dairy Science, and |
t ook classes there for about a semester and a half, just took
the classes that | felt were nost inportant to assist me in
foll ow ng ny passion of being a better dairyman and bei ng
successful in the dairy industry.

Then, you know, after doing that, and continuing to
work in the dairy, but in 2009 financial crisis hit, and the
resulting dairy market crash was exceptionally hard on us and
our famly. W were just beginning to kind of get
reestabl i shed, and get used to, you know, the in's and out's of
t he businesses, and we were hit really hard in 2003 with a
State Tax Bill fromestate taxes of nearly two and a half
mllion dollars, so that was a really, really, really big
burden that we had to take on a |ot of debt to be in order to
pay that down.

So in 2009, we were really hit again really hard with
the market crash, that dairy market crash that followed the
financial market neltdown. And that led to another mllion
dol l'ar | oss.

So and now, since 2010, we have really continued to
struggle with a large disparity in the price paid for mlk in

California versus what our counterparts get in the rest of the
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country.

So that's why I'mhere today to offer support for
Proposal Number 1, you know, the proposal offered by California
Dairies, Land O Lakes, and Dairy Farmers of Anerica. And since
2010, the California 4b price has averaged a discount to the
Federal Order Class Il of $1.84 per hundredweight. And that's
just really large. And assuming that that's 40 percent of the
mlk production in California is dass 4b, that has an inpact
cost of about 73, or .736 cents per hundredwei ght we cal cul ated
on, just on our farm al one on our total sales.

So from 2010 to the first half of 2015, that inpact has
i npacted our dairy with the conservative estinmte of about
nearly $1.8 mllion that we could have got potentially if we
were getting on a level playing field with the rest of the
country. And we definitely obviously desperately coul d have
used that noney to pay down debt, inprove facilities, and
continue to do that.

It's just -- it's just, | can't reiterate enough how
important it is to be on a level playing field with other
producers in the rest of the country. W just, you know, don't
enj oy the same advantages the State of California once did.

And | cane in later, those, nost of those advantages al ready
eroded by the time | came in. And, you know, it's just, | just
feel we deserve a fair price and equal price parity, you know,

that's kind of the foundation of what orderly marketing | think
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shoul d be.

And, you know, | mean, we just don't have a different
m ni mum wages than the rest the country. | nean, you know,
Nebraska has the same mni numwage as Florida and all that
other stuff. Now, there are sone states, California,

Washi ngton, New York, have hi gher m ni numwages. But, you
know, maybe those cost of living there nandates that, | would
I magi ne.

And | would say a simlar thing warrants that in the
price of mlk. There are sone areas that get, you know, |arge
producer prem uns, sonme areas that don't. But at the end of
t he day, they should at |east have the same m ninum price, |
feel.

You know, | nean, we need to encourage nore younger
producers into this industry, into this state. You know, nany
of the, nmy neighbors that were the younger generation, many of
them have left. Many of ny neighbors have literally picked up
and noved. You know, they didn't want me to put their nanes
out there, but, you know, they did. And | have also had famly
nenbers that have gone out of business within the last five
years. So this is just an unsustainable situation. | can't
reiterate that enough.

Even the MKinsey Report back in 2006 did a survey, you
know, it was conmi ssioned by the California M|k Advisory

Board, and at that tinme, already two-thirds of producers in the
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State of California were pessimstic about the future of the
state of the industry and the way things were going. And
couldn't inmagine what that survey would | ead to, or what
divulge if it was done today. | would inmagine it would be
quite a bit higher than that.

You know, we're kind of unique in our dairy situation
also. It's just always been a policy of nmy father's to provide
health insurance for all of our enployees and all their
famlies. | just had a neeting with our insurance agent here
just two weeks ago, and our costs are going up 30 percent for
next year for all of our enployees, including nyself 30 percent
increase. And we have had this policy even prior to the
affordabl e care act and all those sorts of things, it is just
anot her cost of doing business. |t keeps going up. And we
want to, you know, be able to continue to afford to provide
that for our enployees and, you know, do a good job.

Anot her experience | also had. W did do, attempt to
do some, or we did some, we did sonme hedging, mlk price
hedgi ng, with Archer Daniels Mdland Investor Services. But we
found that just the bases were too wi de between the prices we
were receiving versus what our, versus what we were, the
contracts we were trading, and just, it just wasn't adequate
hedge agai nst, you know, the volatility and agai nst that stuff.
It was just buying and spendi ng nore noney on another thing to

make anot her broker get their fee, and we just don't need nore
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bills, we need income. And that's just the bottomline.

Anot her big reason why |'mhere today is, you know, ne
and ny famly, we are a quota holder. W have had pool quota
since it was incepted, and, you know, it's just very inportant
to our dairy. It is about 40 percent of our mlk sales are
quota m |k sales. And, you know, each year, that provides
about an initial, alittle over $350,000 of added income to our
farm And that's just inperative to continue to, you know, pay
for our enployees' health insurance, and continue to be viable.
You know, we just, we don't have the, you know, we don't have
the new dairies by us, and there is a lot of urban growth, and
sprawl, and highland costs. And we al so have hi gher feed cost
due to the fact that we don't have the unit train and
infrastructure to bring in the grains that come in fromthe
Mdwest. And so that, that extra noney is very hel pful, very
essential to hel ping us nmake end's neet and continue to be
successful going forward.

| mean, and a | oss of that asset on our bal ance sheet
woul d just be, would just be a catastrophic blow. You know,
based on today's value, | nean, our quota hol dings are val ued
around $2.6 mllion, and to get that just w ped off our bal ance
sheet woul d be another just trenendous hit that woul d be al nost

i npossi ble to af ford.

You know, again, on the quota issue. | nean, | was
involved in -- in a group that flew back to Washington, D.C. ,
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when the 2014 FarmBill was in the works. This is back late
2013, and we flewin, met with Diane Feinstein's office and a

| ot of her staff, and net with other nmenbers the House that are
| ocal representatives. And we really urged themto get this
California quota provision put into the FarmBill because we
knew it was just so inperative to get the support to nove this
process forward, to get the opportunity to have this
opportunity to instill a Federal M|k Marketing Order here in
California and that that --

JUDCGE CLI FTON: Let ne stop you just a mnute, have we | ost
the audio feed?

MR. FRANCIS: There is an echo on the Internet feed, that's
what we're being told.

JUDGE CLI FTON: Thank you for the input. Let's see if we
can get that fixed before the w tness continues.

SOUND MAN:  |I'm hearing no echo. Was that reported from
somewhere outside the building? GCay. Could you check and
make sure that they don't have two instances running at once or
refresh the page. That's usually the culprit. |1'mhearing no
echo.

JUDGE CLIFTON: So refresh the page will usually help if
you are hearing an echo from somewhere outside this building?

SOUND MAN:  And just make sure that you don't have two
i nstances of the streamrunning at once.

JUDGE CLI FTON: Make sure that you don't have two instances
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of the streamrunning at once. Thank you.

Now, that |'ve got you interrupted, | want to go back
to when you first started discussing quota. You described it
wth a word before the word quota that | didn't quite catch.
How woul d you have referred to quota when you first started.

MR. OOSTEN.  Pool quot a.

JUDGE CLI FTON: Pool quota, that was it.

MR. OOSTEN.  Pool quot a.

JUDGE CLIFTON: Al right. Now, when you are talking about
2013, Diane Feinstein's office, and pick it up fromthere if
you will.

MR, OOSTEN. Sure. So, | mean, you know, |'minvolved in
M Ik Producers Council being on the Board of Directors there,
and also in Land O Lakes Leader Devel opnent, and that's what
ultimately flew out there with Land O Lakes and National MKk
Producers Federation, which is the co-op kind of |obbying
organi zation there that's very involved in back in D.C. so |
have been pretty very engaged with them since 2012 or so, being
on the, on the Young Leaders Council, they called the YC
Council on the National M1k Producers Federati on.

So anyway, we have a D.C. fly-in every June, and that
year just happened to be working on the FarmBill. It was just
a great opportunity to be there when all this was going on.
They were very engaged. Every office we went to was very

engaged very yearning to |learn, and know what we wanted, and
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what we needed. And the quota provision was just one of those
things that we just told themit is absolutely essential in
order to nove this process forward in California. Wthout
that, we really cannot nove this forward.

So fortunately, the FarmBill was ultinately passed the
next year, and with the California quota provision intact, and
you know, | just, | would, that was just a nmonunental step in
nmoving this forward. Because once we did that, they were able
to draw up the | anguage and get this thing proposed to USDA

So, without that, | just don't think there would have
been the support in the Board of Directors of the major co-ops
absent that proposal, absent that provision, | nmean. And
that's just nmy experience being involved in MPC and LOL.
That's what we have been told all along. That's just a very
contentious issue, and it is just not one that needs to be
dealt with in this proposal, that the -- we need to get our
industry healthy again. That is the tine to tal k about quota
and whether to continue it or leave it as it is. R ght now we
just need to leave it as it is. It is just too big of an asset
to get wiped off people's balance sheets. And it's needed
income in the areas where a lot of it is held, you know, to
of fset sone of the disadvantages that those producers nay have
that are closer to the dass | market.

| mean, the closer you get to the Class | market, the

hi gher land cost, there's just a lot of -- |ot of additional
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costs as you get closer to the urban centers. So, you know,
but that's, you know, we still have a | ot of hope for the
future. | think, you know, it's been very encouraging for ne
personally to see the three major cooperatives, the three mgjor
trade associations in this state, and the vast mgjority of all
the producers that | have tal ked to, and have rel ati onshi ps
wth are, it's just -- it's pretty unprecedented in ny recent
menory to see dairymen that united behind one proposal, and |
mean, | hope that USDA can recognize that. How united, how
much thought has gone into this proposal.

There's just been a trenmendous anount of thought and
input in order to get this one solid piece together, and |'m
sure there's maybe mnor roons for inprovenent, but it's been a
wel | -t hought out and well-presented proposal, | feel.

And al so, with regards to sone of the detrinental
effects that sone people feel like wll affect the other parts
of the country. | mean, there's even producers that say Land
O Lakes and both Dairy Farmers of Anerica are national co-ops.
You know, we're, they are not just in California, they are not
just in Kansas, they are all over the place. Al the way from
the East Coast to the West Coast. And | know that those boards
of directors would not vote for this proposal if they thought
it was going to put their East Coast producers at a significant
di sadvantage or their West Coast procedures at a significant

advantage. | just don't believe that they would do that.
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And, you know, this is about fairness and quality, and
parity in mlk pricing, that's what this proposal is about, and
it is becomng essential to, you know, for our future.

So any ways, | just want to thank the USDA and

everybody for the opportunity to be able to do this and state

ny position. | really appreciate it.
JUDGE CLIFTON: You stated it very well. Thank you. Tel
me again how to say your nane. |Is it Qosten.

MR. OOSTEN: Qosten, yes. It nmeans East in Dutch.
JUDGE CLI FTON: Wio would like to be the first to ask for
additional information? M. Beshore?
CRCSS- EXAM NATI ON
BY MR BESHORE:
Q Marvin Beshore.
Thank you so much, M. QOosten, for taking the time and
effort to come here today. It's a wonderful thing to have a
young dai ryman.
A, Thank you.
Q So how many enpl oyees do you have at your dairies?
A. W have 27, including the Secretary and sone part-tinme
enpl oyees, between the dairy and the farm
Q And are some of those famly nenbers, | assune?
A, Actually, not. No, ny sisters are not actively
involved in the dairy industry. Wen ny dad passed, they were,

Kristen | believe, was about nine years old, and Jeanna woul d
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have been 15 and they -- they just weren't able to do that.

My parents were actually divorced at the time, so ny
nom s not al so not actively involved in the farm physically nor
financially, also.

Q So who carried it through when your father died?

A Wll, we had an Executor of the Estate who was our
accountant, a long-tine accountant and good friend of ny
father's, and we had a very good herd manager at the time al so,
who hel ped day-to-day operations and | learned a |ot from him
as far as day-to-day nmanagenent of the cattle.

Q So anong the 27 enpl oyees are many of those heads of
househol d?

A.  Yes, absolutely.

Q Have you ever been to see been to any of the CDFA
hearings in recent years?

A. | regrettably have not. Sacramento is a little further
than Fresno, even | guess they have pl anes there.

Q You haven't experienced those frustrations firsthand
t hen?

A.  No, not firsthand.

Q Gkay. That's all | have right now. Thank you very
nmuch agai n.

A, Thank you.

JUDGE CLIFTON: | do think Clovis and Fresno were the

perfect |location for these hearings. W have had people travel
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fromas far as Maine to testify, the Conm ssioner of
Agriculture from Maine was here Friday. So there's interest
all over the country, but there's so nuch agriculture in this
valley, it is just astonishing. Al right. Wo else has
questions? M. English?

CROSS- EXAM NATI ON
BY MR ENGLI SH.

Q Good afternoon -- Chip English -- and thank you for
comng, sir. | just have a clarifying question and naybe
there's just too many things going on, | wasn't listening. You
menti oned ADM and hedgi ng. Correct?

A.  Yes, Archer Daniels Investnent Services, yes.

Q Was that hedging for grain or for mlk?

A No, it was milk futures, mlk and cheese futures.

Q ay. Thank you.

JUDGE CLI FTON:  You nentioned that famly menbers have gone
out of the business during the last five years. | wanted to
clarify, what business did they go out of?

MR. OOSTEN: The dairy industry in 2012.

JUDGE CLI FTON:  And fromwhat county did they go out of
busi ness?

MR. OOSTEN. They were in Chino, in San Bernardi no County.

JUDGE CLI FTON: What other questions does anyone have for
M. Qosten? M. Francis?

111
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CROSS- EXAM NATI ON
BY MR FRANCI S
Q Thank you. WIIl Francis, USDA
M. Qosten, thank you very much for taking that |ong
drive to come and appear before us today. W certainly
appreciate you taking that time. Just wanted to clarify. You
nmentioned, after you tal ked about some of the devastating
| osses you had and after 2009, you nentioned sonethi ng about
$1.8 mllion inpact on your farm
A Yes.

Q And then you gave a dollar per hundredwei ght

equivalent. | wanted to make sure we had that nunber correct.
A. Yeah, the fornula | used was -- | have the exact dollar
amount. | calculated themall out here. Yeah, so it was -- it

woul d be 2,444, 340.91 pounds tinmes $0.736 cents, equals a gross
amount of $1, 796, 090. 88.

Q So that's less than a penny per hundredwei ght or was it
73.6 cents?

A, Yes, 73.6 cents, yes.

Q kay. That's what | wanted to clarify because | think
you said $0.736 cents, so the correct nunber is 73.6 cents --

A. Correct.

Q -- per hundredweight?
A Yeah, that's 40 percent of the $1.84 per hundredwei ght.
Q

Ckay. And that's how you got the 1.87?
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A Yeah.
Q That's all | have. Thank you
A Yeah.

JUDGE CLI FTON:  You know, that's been our biggest trouble
wi th nunbers throughout, where does the decimal point go? It's
tripped up Agricultural Econom sts. Wo else has questions for
M. Costen? M. Qosten, is there anything you would like to
add?

MR. OOSTEN: No, not at this tine.

JUDGE CLIFTON: Al right. Thank you. You are amazingly
| aser-like in your focus on the issues, and it helped that we
had so much testinony before you got here.

MR. OOSTEN. Thank you, your Honor.

JUDGE CLI FTON: Thank you. You may step down.

M. Beshore?

MR. BESHORE: W do have M. Barcellos to testify later,
but M. -- or when M. Viahos arrives to present him But in
the neantine | would like to start with M. Schad, and if we
cone to a conveni ent point, perhaps we can break his testinony
and take M. Barcell os.

JUDGE CLI FTON: Excellent. Now, we have already had
di stributed two docunents that relate to the testinony we're
about to hear. | want you to raise your hand if you need
copies. They are Exhibit 185, which is entitled Testinony of

Denni s Schad, Second Statenent, Rebuttal. And Exhibit 186, the
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exhibits in support of that statenent. Does anyone still need
a copy? Al right. It appears everyone's good.
M. Schad, you remain sworn. | would |ike you again to

state and spell your nane.

MR, SCHAD: M nane is Dennis, DE-N-N-1-S, Schad,
S-CGHA-D.

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

DI RECT EXAM NATI ON

BY MR BESHORE:

Q Ckay. So, M. Schad, | would like you to proceed with
your testinmony that's been marked as 185. And as you go
t hrough your testinmony and you refer to, or it's appropriate to
refer to the graphs and tables and exhibits in Exhibit 186,
just deviate fromthe witten prepared statenment and nove to
t hose docunents when it is appropriate, if you woul d.

A Ckay.

Cooperatives' Rebuttal Testinony
. Pooling of MIk in FMMO 1
The Dairy Institute entered Exhibit 23 into the record

on September 28th, 2015. (Noted in testinmony page 1051) and
FMMO docunent

Q FMD 1?

A, FMMD 1 docunent, "Nonpool Handler Listing August 2015."
The witness representing Proposal 1 was questioned about the

products manufactured in the various plants listed on the
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report. The witness was asked, "And being a nonpool plant
nmeans that they are not subject to mninmumprice regulations in
the Federal Order, correct?" The wi tness answered
affirmatively.

The question inplies that dairy plants and handlers are
routinely depooling mlk of dairy farmers associated with
FMMO 1. As an active participant in the marketing of mlk in
the FMMO 1 marketing area, | can note that actually very little
mlk is depooled in the narketing area of the Northeast FMVO
That Order contains a provision, Dairy Farners for Oher
Markets (Section 1001.12(b)(5) and (6)), which excludes the
mlk fromthe pool of any dairy farmer that has been depool ed.
This onerous provision assures that virtually all mlk
associated with the Order remains pooled at all times, even
when there is a negative PPD. M1k delivered to plants |isted
on Exhibit 23 is routinely pooled on Federal O der 1.
II. Pay Prices and Class IIl Price in the Federal Oders

Dairy Institute Exhibit 102 purports to denonstrate
that dairy farmers in Texas, New Mexico, and M chi gan, have
been, and are currently, being paid belowthe Cass IIl price.
As evidenced, the witness subtracted the State's, the w tness
subtracted fromthe State's All MIk price, the sumof the
State's Cass Il price at test, (wtness used FMMO nonthly
tests when State specific mlk tests were unavail able) plus the

nmonth's FMMO PPD, |'msorry, Producer Price Differential (PPD)
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adjusted for the state's location differential. Putting aside
our reservation as to whether a state's All MIk price |ess
that state's Cass Ill at its conmponent test (or FMMO as a
proxy for the state's conponent test) plus the FMMO PPD
adjusted for the state's location is a proper measure by which
to conclude the dairy farmers in that state are paid | ess than
the dass Il price. The Proponents of Proposal 1 offer
Exhibit 12. A, Difference Between All MIk and Cass Il Test
Pl us Adjusted PPD 2009-2015. Using the sanme --

JUDCGE CLIFTON:  You left out the word "price" so please
read that again.

MR, SCHAD: Exhibit 12. A. D fference Between the All MIk
Price and the Class IIl (at test) Plus --
BY MR BESHORE:

Q Should that say "at test"?

A At test.

Q For the title of the graph?

A Yes.

(At test) Plus Adjusted PPD 2009-2015. Using the sane

neasure as the Dairy Institute's, six states: Wsconsin,
New Yor k, Pennsylvania, |owa, South Dakota, and M nnesot a,
representing 51 percent of the nation's cheese production,
have, in every nonth during the last five and a half years,
paid dairy farners in excess of the Class Il price.

Q How about we look at Exhibit 12. A at this point?
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A. | was just about to.

Q Thank you.

A W turn to Exhibit 12. A it is a very busy graph
because what you are doing is showing six different states over
five years, and the calculation which the Dairy Institute
provided for three other states. Notice that blue was
Wsconsin, and if you |l ook at the bottomyou will see on the
legend that it is mnus 10 cents, and that's to represent the
Wsconsin's negative PPDto the Order. The adjusted PPDin
Wsconsin relative to the announced Order 30 PPD. And the sane
for the other states; New York, M nnesota, Pennsylvania, |owa
and Sout h Dakot a.

Again, the point here is that five and a half years,
Six states representing 52 percent of the nation's cheese
production, the dairy farmers weren't paid above the Oass Il
price.

Q So is the anobunt that the | egend of the graph or the
scal e of the graph on the left, is in dollars and cents per
hundr edwei ght ?

A Yes, they are. And you will notice that the very
| owest axis there is zero. So it goes fromzero to 50 cents
per hundredwei ght, to $1.00, to $1.50, and $2. 00.

Q And those are anounts above the Cass Il price that
result fromthe the equation indicated in the graph?

A, Yes.
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Q Ckay. Now, should we add the word "at" before "test"
in the parentheses in the title to the graph?
A.  Yes.

Q Gkay. So that you -- you -- what does that nean?

Expl ain that.
A. It neans that when | calculated the Class IIl price, |
did it based on the nonthly test of the -- and in this case,

none of the states have a state-specific test, and so | used
the same procedure that Dairy Institute did when faced with a
state that did not have a state-specific test.

Q Ckay. Soit's not a 35 it's not at test mnus 3.5, it
Is at test mnus that test for the AIl MIk price at test,
which is an at test price?

A Actually, | built up the Class Il price based on the
protein test in butterfat and other solids on a nonthly basis
for all six Federal Orders, for all six states.

Q Ckay. So at the bottomof the graph there's a nunber
behi nd each state.

A. That's correct.

Q Could you just tell us what -- tell us --

A. As | indicated before, if you take Wsconsin and see a
m nus 10 cents behind it, that indicates that Wsconsin's mnus
the m ni num of the average PPD for Wsconsin dairy farmers was
10 cents bel ow t he announced order 30 PPD.

Q Is that another way of saying that you estimated the
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average mlk was in the mnus 10 cent zone in the Order?

A Yes. WlIl, no, in Wsconsin.

Q In Wsconsin, the average mlk in the Wsconsin was in
the mnus 10 zone.

A Yes.

Q kay. And then is that the sane, the same thing
represented for the other states as you go across?

A, Yes. New York, | estimated the cheese production in
the mnus 75 zone; M nnesota, mnus 15 zone; Pennsyl vani a,
m nus 45; lowa, mnus 22; and South Dakota m nus 30.

JUDGE CLIFTON: Let me interject. | know we're all | ooking
at it, M. Schad, but just for clarity, since all of these
things are expressed in dollars and cents, wuld you read them
agai n?

MR. SCHAD: Yes. Wsconsin, at mnus cents per
hundr edwei ght; New York, at mnus 75 cents per hundredwei ght;
M nnesota, at mnus 15 cents per hundredwei ght; Pennsyl vani a,
at mnus 45 cents per hundredwei ght; lowa, at mnus 22 cents
per hundredwei ght; and South Dakota at m nus 30 cents per
hundr edwei ght .

JUDGE CLI FTON: Thank you. And allow Ms. Elliott and | to
catch up with the changes on the record copies. W're going on

this graph, where it says in parentheses "test" we're going to

insert "at" so that that will look "at test" just after the
phrase "the Cass IIl" with that being a Ronman nuneral 111
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And on Page 3 where M. Beshore first mentioned it, we are also
changing test to "at test” in the first line that's bol ded on
Page 3.

M5. ELLIOIT: kay.

MR, BESHORE: (Okay. And | wonder if just for clarity we
m ght add the word "price" before the paren "at test" in both,

on Page 3 and in the title to Gaph 12. Aso that it reads

“difference between AIl MIk price and the Cass Ill price (at
test)."
JUDCGE CLI FTON: Thank you. | would like that. So,

Ms. Elliott, same location, just prior to the parentheses we're
adding the word "price" both on the graph and on Page 3, just
after the words "the Class I11" Roman nuneral [
MS. ELLIOIT: Ckay.

BY MR BESHORE:

Q kay. Are you -- are we ready to go back to the text
on Page 3 then, M. Schad?

A Yes, about the mddle of the first first paragraph

These pay price levels are further confirned by

Exhibit 12.B. The Market Adm nistrator's Bulletin for FMMO 1
for June 2013. On pages 2 and 3, the Market Adm nistrator
di saggregated the Order's nailbox prices for the first quarter
of 2013, parsing out the effects of transportation, producer
PPD paynents, and producer prem unms on the reported nail box

price. Table 3 of Exhibit 12. B shows that the average prem um
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paid to dairy farmers in the Northeast, including Pennsylvania
and New York, during the period, was $1.06 above Federal Order
m ni mumns.

And if we turn to the next exhibit.

So we turn to Exhibit 12.B?

R ght.

And --

And we turn to --

o > O > O

The second page.

A.  The second page. On the right hand colum you will see
what Table 3, it is the second table in that colum. And
again, what's being done here is the Market Adm nistrator in
Federal Order 1 took the mail box price and parsed out certain
pieces of it in order for us to determ ne what was the average
PPD, what was the average transportation factor wthin, and
also the premumlevel. So as you see on Table 3 for the
average for that first quarter, New England' s average prem um
was $1.05; New York, $1.08; and Pennsylvania, $1.06, with $1.06
average for the Northeast.

Q So again, this confirns -- this is just another data
set which confirms that producers in Federal Orders where
cheese is produced, are being paid well over the m nimum price
per, for their Cass IIl mlk for cheese?

A Yes.

Q Gkay. Anything nmore on, from Exhibit 12.B?
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A, No.

Q kay. Could you --

A.  CGo ahead.
[1l. Sales Bel ow Federal Order M nimumPrices in FMMO Markets

Multiple Dairy Institute witnesses have asserted that

producer mlk that has satisfied its class obligation to the
FMMO pool, nevertheless is routinely offered to manufacturing
pl ants at below class prices. DIC witnesses assert that this
"cheap m | k" would unfairly conpete with California cheese
pl ants under Proposal 1. Land O Lakes is a major marketer of
mlk in FMMOs 1, 30, and 32. | have asked the Cooperative's
accounting department to aggregate the volunes of mlk in our
two marketing areas that were sold at "distressed" or
under-class prices during 2014. That year was a particularly
stressful with increasing mlk production in the Cooperatives'
mlk sheds and falling comodity prices. M nnesota and
W sconsin, states that dom nate Land O Lakes M dwest supply,
i ncreased production by 4.3 percent, and in LOL'"s major mlk
shed in the Northeast, Pennsylvania, mlk production grew by 2
percent. Froma high of $2.35 in Septenber, the NDPSR cheese
price fell to $1.74, while the NDPSR nonfat powder price
decreased by $0.83 cents (40 percent) fromits high in March to
its lowest price in Decenber. Last year's narketing
envi ronment could hardly be characterized as a "sellers

mar ket " .
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As noted, the LOL accounting departnment reported to nme
the volunes of m |k sold under class during 2014. 1In the
Nort heast 0.68 percent of the mlk marketed (not including the
deliveries to Land O Lakes plants) was sold at under class or
di stressed prices, while 1.07 percent of LOL's M dwestern

marketed m |k was sold at under class prices. The weighted

average of these two -- I'msorry, the wei ghted average of
t hese bel ow cl ass sales for the two LOL regions is .0 -- |I'm
sorry, 0.9 percent. |If we used Hilnar's weighted average bel ow

class price of the distressed nilk of $2.24 --

Q Distressed mlk sal es?

A, I'msorry, distressed mlk sales.

Q Maybe start that sentence again. Go ahead.

A If we used H lmar's wei ghted average bel ow cl ass price
of distressed milk sales of $2.24 (Exhibit 98, Page 5) the
val ue is about 2 cents per hundredwei ght across the
Cooperatives' third party mlk sales.

Q Now, let ne just interrupt you there, M. Schad. |If
you were to include the Cooperative volunes to your own plants,
what effect would that have on those cal cul ations?

A Ch, it would -- it would dilute it in a nmajor way.

That it would, the 2 cents would -- would, nmy guess woul d be
cut in half or would be just a tad over 1 cent. And also
woul d like to point out while I'm stopped here, this includes

distressed m |k sales which would be mlk sold under cl ass
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because it didn't have the proper type of seals on it, or it
was hi gh bacteria of the plant was sold to a sal vaging plant.
So it includes everything that was bel ow class fromthat dairy,
bel ow cl ass pri ce.

Q In other words, in reference to the sales you have just
indicated, in the routine course of marketing mlk, there's a
certain -- there are certain events that happen or -- or things
occur which cause loads of mlk to be sold at distress or |ow
prices, under class prices, correct?

A. That's correct.

Q Regardless of the market conditions, it is just part of
the events of marketing mlk?

A.  Yes, that's very correct.

Q kay. So when you are tal king about broken seals, can
you just explain that that is?

A. Tank trucks are required to be sealed at all of the
conpartnment top, all the lids, as well as the door in the back.
Sonetinmes the seals do not correspond with the -- with the
paperwork. And while the driver can testify that he's been
with the truck the entire time. There are dairy plants, many
dairy plants, who won't take that at full price.

Q Gkay. And that's --

A. Take that load of mlk at full price.

Q Because the paperwork and the seals is part of the

just part of providing a quality product that neets all the
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required health and sanitation codes?

A Yes.

Q Gkay. And there's a certain percentage of those sales
that are just in the routine everyday of narketing |arge
vol umes of mlk, correct?

A Yes.

Q Gkay. And they are included in the under class sales
that you have testified to here in Land O Lakes --

A Yes, distressed and under classes.

Q Ckay. And 2014 was a, when you say, just to be clear
when you say could hardly be characterized as a sellers
mar ket, you are understating the marketing conditions during
t hat year?

A Yes. M feeble attenpt at hunor.
In other words, it was a buyers' market?
Yes, sir.
Ckay. Do you have anything nore on that point?

No.

o > O > O

Ckay. Would you continue then with the text on Page 4?
A, Elvin Hollon's testinony later in this hearing wll
present DFA' s nationw de experience which confirms the limted
i npact of below class sales in Federal O der nmarkets.
Dr. Schiek testified to the existence -- I'msorry,
"Il start again. Dr. Schiek testified to the existence of

lack of wlling capacity.
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Q O maybe just the |ack of?
A.  The existence -- existence lack of willing capacity
during the period.

JUDGE CLIFTON: Let's get it right and Ms. Elliott and |
wi || make the changes. So do you want to us strike the word
"exi stence" or just add the word "of"?

MR SCHAD: "O the" between "existence" and "l ack".

JUDGE CLIFTON: Al right. M. Elliott, we'll just insert
two words "of the" in between "existence" and "l ack"

MS. ELLIOIT: Ckay.

JUDGE CLI FTON: Thank you.

MR. SCHAD. I'Ill start again.

Dr. Schiek testified to the existence of the |ack of
"willing capacity" during the period in 2007 and 2015 when m |k
was exported from California at considerable | oss to handl ers.
H s testinmony was confirned by the Leprino witness. He
inplied, had the State regul ations all owed, cheese plants would
have taken vol unes above their supplier contracted vol unes,
thereby mtigating the out-of-market cost incurred by handl ers.
The Proponents of Proposal 2 assert that the inclusive pooling
provi sions of Proposal 1 would again |eave its nenbers wthout
"a market clearing” pricing alternative for increnenta
vol unes.

The provisions of Section 1051.73 "Paynents to

Producers and Cooperative Associations” require that m ninmum
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class prices are paid. The accounting for the enforcenent of
this provision is made at nonth -- at nonth's end, and all
paynents made by the pool plant are sunmed agai nst the vol unes
and components of mlk received at the plant. Al handlers
have testified that prem uns above mnimum prices are paid in
the California market. Hypothetically, if a plant is paying an
average prem um above mni nunms of 25 cents per hundredwei ght,
and the price of the increnental market clearing mlk is $2.50
under class (H I mar testified that its weighted average cost
was $2.24 plus transportation, Exhibit 98, Page 5) the buyer
and seller could agree to deliver a volume equal to ten percent
of the nonthly sales volune as additional mlk to the plant at
the increnental "nmarket clearing"” price. |If a plant bought
five mllion pounds of mlk per day, the hypothetical exanple
woul d all ow the plant to buy 500,000 pounds of milk (10 truck

| oads) per day at the "market clearing price". Under Proposa
1, the FMMO audit woul d reveal that the aggregate nonthly sale
was at or above mi ninmum class prices.

BY MR BESHORE:

Q So if I could just interrupt you there. So your
testinmony is that it's possible to have market clearing
transactions wthin Federal Oder nmarkets while neeting the
terns of the orders.

A Yes.

Q Ckay. Please continue.
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A Heading 4.

V. The Limted Financial Effect of Depooling in the Federal
Orders

The H lmar witness, represented the Dairy Institute of
California, offered Exhibit 100 to show that there is massive
depooling of dass IIl mlk in the Federal Order. As evidence,
the witness provided a copy of Table 5 fromthe Pacific
Nort hwest (FMMO 124) annual report show ng | arge decreases in
producer receipts allocated to Class IIl. | suspect the
witness is incorrect. I'll read it fromthe beginning. |
suspect the witness is correct in assumng that the decreases
in Class IIl receipts in February, April, Cctober, and
Novenber, were due to handlers, pooled on that O der, choosing
not to report the mlk of dairy farmers delivered to Cass 11
plants during the nonth. There are two things to note: First,

by depooling, the handler is avoiding paynent into the pool of

nonies fromthe Cass Il price. 1In effect, the handler is
avoi ding the sharing of a portion of the Class IIl price to the
pool. |If the saleis to athird -- if the saleis a third

party Cooperative sale to a cheese manufacturer, when the mlKk
Is pooled, the Cooperative nust pay the difference between the
sale price received fromthe cheese manufacturer and the
uniformprice into the pool. The second point is that Oder
124 contains anmong the nost |iberal repooling provisions of any

Order. Therefore, depooling of ass Il mlk on FMMO 124
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woul d be expected to be the nost expensive in the Federal Order
system and reflect the nost inpacts on the conpetitive val ue
of Cass Ill mlk. The DIC witness provided no study of the
financial inpacts of depooling.

Q Could you read that sentence again? | think --

A. The DI C wi tnesses --

Q Thank you.
A, -- provided no study of these financial inpacts of
depool i ng.

In order to nmeasure the financial significance of
depooling in the Federal Orders, | estinated those inpacts in
t he next four Cooperatives' exhibits. For the cal endar year
2014, Exhibit 12.C Value of Depooling FMMO 124-2014 estimates
the volunes of CGass Il mlk depooled by handlers in FMVD 124,
and quantifies the financial effect of depooling across mlk
used to produce cheese in Order 124. In Exhibit 12.C the
vol ume of the nonths in which the PPD was positive was summed
and divided by the days in those nonths to estimte the base
daily average of Class IIl receipts in that Oder. In nonths
where the PPD was negative, the Order's actual Cass IIl vol ume
was subtracted fromthe Order's daily average, nultiplied tines
t he days of the nonth, estimating the volunme of m |k depool ed
during that nonth. At the bottomof the table, the nonth's
depool ed vol unes were multiplied times the month's FMVO

negative PPD. Those val ues were sumred and divided by "the
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m |k used to produce cheese" which was the sum of the annual
reported Class IIl, plus the estinated depool ed vol unes.

Want to go through -- do you want to go straight to the
exhibit and go through the nechanics or do you want to finish
t he paragraph?

Q Finish that sentence and then let's go to the exhibit.
A. Ckay. The estinmated effect on the total volume of mlk
used to produce cheese in Oder 124 -- and | will -- | wll
insert in 2014.
JUDGE CLIFTON: And let Ms. Elliott and | do that. Do you
see where he is?
MS. ELLIOTIT: No.
JUDGE CLIFTON: He's on Page 6, up six lines, and you w ||
find the term"Order 124" and we will insert "in 2014".
MS. ELLIOIT: Ckay.
JUDGE CLI FTON:  And woul d you read that sentence again
M. Schad?
MR. SCHAD: The estinated effect on the total volune of
mlk to produce cheese --
JUDGE CLIFTON: Start again.
MR. SCHAD: The estinmated effect on the total volune of
m |k used to produce cheese in Oder 124 in 2014 was 23.7 cents
per hundr edwei ght .
BY MR BESHORE:

Q Okay. Now, let's turn to Cooperatives' Exhibit 12.C
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which is -- which is in exhibit, on the cover of Exhibit 186.
A, Yes. ay.
Q Gkay. So you have got some highlighted -- sone
hi ghlighted rows. Wy are those rows highlighted?
A. Let ne just give a little background first.
Q Yes, please.

A.  Going down, you see 2014 and you see the nmonth in the

first colum. Second colum is reported Class Il of those
Gass Il volumes in that Federal Order on a monthly basis.

Q Ckay. So when you say reported Class Ill, those are
the pounds of Cass IIl that were actually reported by the, on

the Market Admnistrator's statistics as pooled mlk used to
produce cheese in those nonths?

A, Yes. The third colum is the PPD at the base, the base
zone of Order 124. Ckay. | adjusted it back 12 cents. It was
estimated that the cheese plants were in the mnus 12 cent zone
relative to the announced PPD

Q And therefore, their negative PPD woul d be 12 cents
greater than the announced negative PPD in the base zone?

A, That's correct.

Q Ckay. So that's the value you then used in pricing
that mlk?

A. That's correct. And the |last columm notes the days of
the nonth for each nonth

Q Ckay.
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A, And going down, you will note that the reported
Cass Il volume was based al nost 2.8 build pounds.

Q So the 2,799,975.76 pounds is a sumof the Class II]
pool ed vol unes for the year above it?

A Yes, that's correct.

Q Ckay. Thank you.

A. Ckay. The next -- the next line is daily average of
nonths with no depooling, and now we get to your question about
the yellow highlighted rows. February, April, Septenber,

Cct ober, and Novenber, note that they all had negative PPD' s in
the reported as well as the adjusted zones. kay? So what |
did is | took the volunmes of the nonths that were not, that are
not, that have positive PPD s.

Q So they are the unhighlighted nonths?

A.  The unhi ghli ghted nont hs.

Q Yes.

A, Ckay. And | divided that by the number of days in
those nmonths. And to be specific, | took January, March, My,
June, July, August, Decenber, totaled the volunes that woul d be
in the second, the second column for each of those nonths, the
di vided by the nunber, the aggregate nunber of days in January,
and March, My, June, July, August and Decenber. And that gave
me a base, that would be the average daily volume of Cass I1]
in Order 124 in nonths when depooling was not a factor.

Q So in nmonths when the PPD was positive, $1.40, $1.55,
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$1.44, $0.85, $1.05, etcetera, you were presuming that all the
mlk that was delivered to cheese plants was pool ed that nonth
in order to draw the positive PPD?

A Yes.

Q Ckay.

A So then what | did was, | took the days for each of the
nonths that are highlighted in yellow, February, April,
Sept enber, Cctober, Novenber, multiplied it tinmes the nunber
above, which was 10, 074,915, which is the daily average. Cane
to a nunber of 1,501,162,373, and that is the expected vol une
in those nonths had there been a positive PPD

Q So that's an estimate of the total volumes of mlk that
were delivered to those cheese plants during those nonths?

A.  That woul d have been delivered to those cheese plants.

Q Well, it was delivered, but it wasn't all reported as
pool ed.

A.  Yeah

Q kay

A.  Yeah

Q ay.

A, Yes. Ckay. Then | took the actual fromthose five
nont hs, February, April, Septenber, Cctober, and Novenber,
subtracted it fromthe estimated actual deliveries, we'll cal
it that, and we find that there's an estimted 877, 368, 992

pounds that were depooled as the estimate depooled. So -- so
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then | take that nunber and add it to the total Class Il of
the 2.799 billion. GCkay? And | get what I"'mcalling the
estimated total mlk used to produce cheese, which as | say in
ny testinmony, is the sumof the estinmated depooled m |k, plus
the actual reported pooled mlk

Q Ckay.

A.  So then we parse out, you know, and we take the
esti mat ed depooled m |k each nonth, you know, going through the
same process. Note that it adds to the sane at the bottom of
the 877,368 is the sane as the estinated depooled. So then we
multiply each nonth during that nonth's adjusted negative PPD
SO --

Q So just take February.

A.  So February. What we do is, | take the 223,791, 289
estimated depool ed pounds for that nonth, nultiply it times 25
cents a hundredwei ght, and --

Q The 25 cents canme fromthe adjusted PPD zone for the
cheese plants in the Order?

A, Right, which comes fromthe top. And nultiplied those
out. Didthat for every nonth. And | cone out that there is,
there was a total of $8,727,605.

Q And that's basically noney that didn't have to be paid
into the pool, that was avoi ded being paid into the pool
because depooling was el ected for those volunes for the year?

A. Yes. And then |I took the value of depooling, tota
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volune. Again, total volume used to produce cheese, and it
came out to 23.7 cents per hundredwei ght.

Q Ckay. So let's see if we can just understand what that
nunber represents. So you have got, as you have testified, the
Order in the Federal Order systemthat basically has the nost
l'i beral depooling provisions, depooling and no, essentially no
repooling restraints, those open depooling order in the system
correct?

A Yes.

Q Ckay. And you have attenpted to estimate in this
careful manner, then, in one year when there was quite a bit of
depool i ng, what that m ght nean on the m ni numvalue of mlk
used to produce cheese in the Oder --

A Yes.

Q =-- during the year. And so that year annually was
23.7, came to 23.7 cents, correct?

A. Right. And we'll just turn the pages and | ook at the
other, this is the same on the --

Q So just bring it into context in terns of Proposal 1.

So this is 23 cents that if there was nandatory pooling in this
Order, that woul d have been the cost, shall we say, to a
handl er who coul dn't depool if there was inclusive pooling?

A, Right. The aggregate cost to the Cass Il handlers.

Q Ckay.

A. There's nore than one handl er.
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The average cost?

Yeah.

Ckay.

Aggregate cost. Aggregate average cost.
Average to all handlers?

Thank you.

Is that correct?

> O » O » O > O

Yeah.
Q Ckay. kay. So if you go back to the text where we
left off on Page 6 --

JUDGE CLIFTON: | want to go back. So when you said
average to all handlers, are you tal king about just for
Cass 117

MR, SCHAD: Yes.

JUDGE CLIFTON:  kay.

MR. SCHAD. Those handlers that are delivering mlk to
Cass Il plants in Federal Oder 124 in 2014. | would, if you
don't mnd what | just read, | just page through the next
couple to show that we have done the exact, the next couple
exhibits to show that we have done the exact sanme thing to
ot her orders.

BY MR BESHORE:
Q Ckay. So -- so Exhibits 12.D, 12.E, and 12.F, in
Exhibit 186 are cal cul ati ons of the same methodol ogy that you

did for other Federal Orders for 2014; is that correct?
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A, That's correct.

Q Gkay. So how did you pick the orders?

A. | picked the orders that would, that had the |argest
vol ume of cheese. Well, | picked 124 because it was the one
that was picked by the Dairy Institute, and then | chose orders
that have the |argest volume of cheese where Cass Il would
have the greatest inpact and, of course, we're talking about
Orders 30 and 32 rather quickly, and Order 33 as well.

Now, | stayed away from you know, the Northeastern
Orders where there is rarely a negative PPD, it woul d have
skewed, to put their volune into the denom nator when |
aggregate all these four would skew the results in a way that
woul d underestinate.

Q Ckay. So just to understand that point clearly, and
you have made it just before this. Wth respect to Oder 1, in
Oder 1 there's a substantial amount of m |k used to produce
cheese, correct?

A, Correct.

Q Ckay. But there's essentially no depooling allowed, or
al nost no depooling allowed?

A. Correct.

Q So if did you this kind of calculation, there's
basically no calculation to do in terms of depooling the mlKk?

A Exactly.

Q Gkay. So you only wanted to ook at and quantify the

7810

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XXXVIII Court Reporters



© o0 ~N oo o b~ w DN P

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

i npact in orders where there was very |arge cheese production
i n depooling?

A Yes.

Q Ckay. So continue.

JUDGE CLI FTON: Now, before he continues, since M. M ahos
is here, | want you to take a three-mnute break and find out
whet her this would be a good tinme for our remaining dairy
producer to testify, or whether we should continue with
M. Schad's testinony. So do you remenber where you are?

Ckay. | do, too. So everybody else can -- go ahead,
M. Schad.

MR. SCHAD. | mean, there's only a couple lines to what |I'm
going to do, and wal king you through the next three | don't
need to do the same detail that | did in the first one. |
think that mght be a better tinme to take the three-mnute
br eak.

MR, BESHORE: | had the same thought. |If we continue to
the bottomof Page 6 with Exhibit 12.E. and F, that would bring
us to a break point in the testinony.

JUDGE CLI FTON: Excellent. You may proceed.

MR. SCHAD: 1'mgoing back to the testinony now. And |'ve
started out wth the sentence that says, the next three
exhi bits use the same method. Exhibit 12.D, Value of Depooling
FMMO 30- 2014 shows an effect of one and on-half cent per
hundredwei ght in Order 30. Exhibit 12.E Val ue of Depooling
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FMVMO 32-2014, denonstrates the effect of 4.5 cents per
hundredwei ght in Order 32; and in Exhibit 12.F Val ue of
Depool i ng FMMO 33-2014, the effect in Order 33 is 4 cents per
hundr edwei ght. The wei ghted average i npact of depooling of
these | arge cheese produci ng Federal Orders was 4.2 cents per
hundr edwei ght .

BY MR BESHORE:

Q Now, in that |ast sentence | want to be absolutely
clear in which Orders you are weighting to derive that weighted
average i npact.

A It's -- I"'mlooking at Exhibit 12.C, which is
Federal Order 124; 12.D, which is Federal Oder 30; 12.E
Federal Order 32; and 12.F, Federal Oder 33. What | did was,
in the next to the bottomline in each is a total dollar anount
whi ch we tal ked about in the, in ny first exhibit. | totaled
those total dollar anobunts and divided it by the sumof the
each page also has a line, estimated total mlk to produce
cheese. So what | did was divided the two sums to total --

Q Total dollars by total weight, total hundredwei ght?

A Yes.

Q Gkay. So could you just go through, briefly, or as
nmuch as necessary, each of 12.D, E, and F, and just highlight
what they show for each of those respective orders. And of
course, first, Oder 30, which is the | argest order for cheese

production in the system correct?
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A, Correct.

Q Ckay.

A, And what it shows, I'mnot going to go through the
cal cul ations. What it shows is that on -- and note, it's a --
a good illustration here, February, the PPD base was actually 7
cents. But if you went back, and | overconpensated, there's
probably nore cheese in the mnus 10 cent than the mnus 15
cent PPD in Order 30, but |I over conpensated and used 15 cents
to catch everything.

Q Right.

A February, April, October, Novenber, are the nonths that
t here woul d have been depool i ng because of the negative PPD.

Q Gkay. Just hold on that PPD adjustment. | want to
make sure it's clear to everyone what you did here. |In order
to be conservative in this estimte, you used a negative PPD, a
m nus 15, which as we saw on the footer of one of your earlier
exhibits, is the Mnnesota val ue, correct?

A. That's correct.

Q And whereas minus 10 woul d be the Wsconsin val ue?

A, That's correct.

Q And, in fact, nmore of the cheese is produced in
Wsconsin than in M nnesota, correct?

A Yes.

Q Ckay. But nevertheless, in estimting that, you

included all those additional pounds at that additional m nus
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to be conservative in what you are reflecting there as the
depool i ng val ue?

A, That's correct.

Q Continue.

A, So you notice in 38 that there's four nmonths that we
woul d have expected depooling. The next, Oder 32 --

Q So the total then for Order 30 was what? The val ue of
depooling to the total vol une?

A.  The total value at the bottom woul d be $4, 548, 027.

Q How much per hundredwei ght ?

A, One and a half cents per hundredwei ght.

Q Ckay. It's good for a penny and a half in Order 307?

A, That's correct.

Q Ckay. Exhibit 12.E then, Oder 327?

A, Oder 32, again, the PPD base, |, again, | think it was

a conservative mnus 22 PPD to the cheese producing, and the
yel l ow highlighter didn't seemto go to the next colum, but
everything that's the same. Total dollars in Order 32
estimted at $4,207,104 average at 5 and a half cents per
hundr edwei ght .

Q And that again, is pricing it all as if it were in the
| ower mnus 22 cents; is that correct?

A, That's correct.

Q By the way, when you are being conservative in these

estimates, it basically nmakes the val ue | ook bigger than it
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probably actually is?

A, That's correct.

Q kay. Let's goto the 12.F then, FMMO 33.

A, Right. In that Federal Oder, the PPD would have been,
I, again, February shows that the base zone PPD was actually a
positive, but believe in the you zone back 12 cents to the
cheese, February becones a negative. And if you | ook at the,
actually, if you look at the volune in February, it |ooks |ike
it wasn't that far off what woul d have been, what you would
expect to be average. So, there were three nonths, again, we
did the same cal cul ati on procedure and came up with $2,535, 852
as the estimate val ue of depooling, and 4 cents a hundredwei ght
across the estimated volunme of mlk used to produce cheese.

Q In 20147

A In 2014.

Q Thank you. That's -- we're at the break point, then,
your Honor.

JUDGE CLIFTON: Al right. Wat | propose, M. Beshore, is
that at the very end of Page 6, that we add in parentheses
(Orders 124, 30, 32, and 33), just as the witness has
testified.

MR, BESHORE: | think that would be very useful and |
appreci ate that suggestion, your Honor.

JUDGE CLIFTON: Al right. Thank you. That way it's clear

that it's all four, not just the last three that he descri bed.
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MR, BESHORE: Yes.

JUDGE CLIFTON: Al right. Good. And, Ms. Elliott, any
guestions on that? |It's just saying in parentheses the |ast
words on Page 6, (Orders 124, 30, 32, and 33.)

MS. ELLIOIT: No, no questions.

JUDGE CLI FTON: Good. Thanks. Al right.

So we'll either take a ten-mnute break or a 15-mnute
breat. 10, | got a vote for 10. Please be back and ready to
go at 4:00. That's a 13-ninute break

(Wher eupon, a break was taken.)

JUDGE CLIFTON: We're back on record at 4:02. M. WV ahos?

MR. VLAHOS: Thank you, your Honor. John M ahos,
V-L-A-HOS. | would like to present the testinony of
M. Tom Barcel | os.

JUDGE CLI FTON: Thank you. And is this your first time to
testify in this proceedi ng?

MR. BARCELLCS: Yes, it is, your Honor.

JUDGE CLIFTON: I'll swear you in in a seated position

Do you solemly swear or affirmunder penalty of
perjury that the evidence you will present will be the truth?

MR. BARCELLOS: So help nme CGod.

JUDGE CLI FTON: Thank you. And please state and spell vyour
nane.

MR. BARCELLOS: M nane is TomBarcellos. T-OM
B--asinboy-- ARGE-L-L-OS.
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JUDGE CLI FTON: Thank you. M. VI ahos, you nay proceed.
DI RECT EXAM NATI ON
BY MR VLAHCS:
Q Thank you, your Honor
M. Barcellos, you are a dairy farner, correct?

A, Yes, | am

Q And could you state what your dairy farmis |ocated?

AL M dairy is T-Bar Dairy, it's located in Porterville,
California, which is in Tulare, County.

Q Your business address?

A. 14851 Road 168, Porterville, California, 93257.

Q Before we go into the history of yourself and your
famly wth the dairy business, could you tell us a little bit
about your educational background?

A. | graduated from Menache Hi gh School in 1973. And then
| graduated fromPorterville College in 1975 with a degree in
Agriculture. | got married in 1976, and already rented sone
farmground, so I did not continue on beyond that.

Q Could you tell us a bit about your history and your
famly's history with dairy business?

A, Well, ny grandfather emgrated fromthe Azure |slands,
fromTerceira in 1928, when ny father was three-years old. M
aunt and nmy uncle were a little bit older than ny father. And
inthe early '30's they had established a small dairy on a

rented facility. And in 1940, they purchased the facility, or
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the property where our current facility is at, and built a
parlor there. And nmy dad and ny uncle and ny grandfather were
partners in Frank P. Barcellos and Sons Dairy.

Q Then proceed fromthere how you got involved in the
dai ry busi ness.

A Wll, ny dad left due to health reasons fromthe dairy
operation in 1971. And so when | graduated school, | rented
sonme property, and when ny grandparents passed away, in usua
turnmoil of famly estates, since | had a farm ng operation, |
was able to negotiate the purchase of the home dairy fromthe
fam |y nenbers. And in 1989, | started T-Bar Dairy.

Q And was that your first dairy?

A. | had grown up working on the famly dairy, but that
was the first tine | had actually owned it, where | had the
financial responsibility.

Q Do you have children, M. Barcellos?

A, Yes, | have three daughters; Bridget, B-R1-D-GE-T,
married Matthew Kidder, K-1-D-D-E-R, she is 34, and has five
children. Matthew and Bridget are partners with me in
Wiite Gold Dairy, whichis alittle bit of an oxynoron at this
poi nt; but then |I also have Theresa, she's 32, married to
Jason Prather, and they have two children; and ny youngest
daught er, Deol i nda.

Q Are any of your children or their spouse's in engaged

in the dairy business?
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A, Yes, Matthew and Bridget are, as | said, partners with
me in Wiite Gold Dairy, an 800-cow dairy operation on a rented
facility. And ny other son-in-law, Jason, actually works with
nme on the farmng side of the business.

Q On your dairy how many cows are at the dairy?

A W mlk 800 through the barn.

Q Wat breed?

A. They are all Hol steins.

Q And do you have quota?

A Yes, | do on T-Bar Dairy. | do not have quota on
Wi te ol d.

Q And of your total production, how nuch of it is covered
by quot a?

A Approxinmately 30 percent.

Q Before we go further into that, have you been invol ved
in way in any dairy organizations in your career? |f so,
pl ease outline your involvenent.

A, Yes. | have been a delegate with Land O Lakes through
their del egate systemrepresenting Region 5 which is in
Tulare. 1've also participated in Farm Bureau as a nenber of
the CAC Commttees for Tulare County represented in the state,
and |'ve also served 18 years as Director of Western United
Dai rymen the past three, |I'minmredi ate past President, past
three years.

Q | understand that you have been honored with some
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awards in your dairy farmng; is that correct?
A.  Yes.

Q Can you tell me what they are?

A I'ma little nore nodest than that, but yeah, |'l|
answer your question. |'munder oath.
Q Yes.

A, 2010 we were selected the Tulare County Dairy Fam |y of
the Year. | have achieved sone awards through ny dairy
conservation operations. 2006, Farner Innovator with our dairy
silage conservation prograns. | don't know, 2013 Tul are
Ki wani s Farmer of the Year.

Ckay. | take it you are a nenber of Land O Lakes?

Yes, | am

o > O

And you market your mlk through Land O Lakes?

A Yes, originally started with DCCA and was part of the
nmerger when Land O Lakes and DCCA nerged.

Q Now, you indicated that you had a good portion of your
dairy farmng is covered by your quota. You've cone here today
to testify about the significance of quota to you and your
support of Proposal Number 1; is that correct?

A, Yes, | amin full support of Proposal Number 1
primarily because it restricts pooling to, all pooling. It
limts depooling because that adds to the security of the quota
that | own, because that's going to be valuable in ny next

endeavor .
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Q well, tell me, can you tell us all what the
significance of quota is to you?

A Wll, I'"'min the process of getting permts to build a
new facility so that we can bring the two dairies together to
one site, and they woul d have separate milk tanks and continue
to operate separately. But the fact that | have quota, as |
estimate what my future paynents and things are going to be,
the quota is going to cover about 20 percent of the payment of
ny new operation, which is going to be nore environnmentally
friendly throughout its water conservation, throughout
mnimzing air inpacts. And also, the operation is going to be
a robotic carousel. And the fact that |abor is getting very
difficult in our area, it's going to nake a huge stride
towards, you know, a better econony for our business and
security for our famlies.

Q There has been sone testinony here before about the
robotic carousel, but could you briefly describe that?

A, Yeah. What it is, is a, it's not necessarily new
t echnol ogy, the technology is proven. But they have perfected
the operation of a robotic unit that would attach itself to the
cow, would sanitize, would prime, mlk, and post-dip, all in
one, all inone unit. And it elimnates the |abor factor
| abor m stake, and the fact that it's hard to get |abor.

Q Do you -- do you use your quota in any way as

collateral for financing?
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A. It's on ny balance sheet and naturally the income that
it generates each nonth has an inpact on, you know, our
borrowi ng power.

Q Wuld you support a Federal MIk Marketing O der that
did not protect the value of your quota?

A It would be extremely difficult.

Q Wuld you support a Federal MIk Marketing O der that
had the effect of, inevitable effect of essentially getting rid
of quota?

A. Not at this point.

Q You have been past President of Wstern United
Dai rymen. Do you have any estimate of how many dairynmen that
organi zation represents?

A. Jdose to 600.

Q In your opinion, if a Federal MIk Marketing O der were
adopted that did not recognize the value of quota, of those
nmenbers who hol d quota, do you feel that the nenbership woul d
vote in favor of such a Federal M|k Marketing O der?

A, Mst of that nenmbership woul d oppose anyt hing that
woul d hanper their opportunity to continue with quota, which is
why they all fully support Proposal Nunmber 1 by the
Cooperatives, because it feels, they feel it secures their
asset.

Q Is there anything would you like to add to your

testimony now, M. Barcellos?
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A. No, not at this point. Oher than the fact that I'm
honored to be able to share the testinmony and | appreciate the
fact that USDA is here to hear corments and receive all this
i nformation.

Q Thank you. Your Honor, M. Barcellos is now available
for further exam nation.

JUDGE CLI FTON:  Thank you, M. Vlahos. And M. Barcell os,
t hank you for being here all day with us. | appreciate that.
| need to start with the few spellings. Wuld you tell ne how
your daughter Theresa spells her nanme?

MR BARCELLOS: T-HE-RE-SA

JUDGE CLI FTON: And her husband is Jason?

MR, BARCELLOS: Yes. J-A-SON

JUDGE CLIFTON: Al right. Wat is their |ast nane?

MR, BARCELLCS: Prather, P-RAT-HER

JUDGE CLIFTON: Al right. And Jason Prather works in the
dairy operation?

MR, BARCELLOS: He actually works in the farm ng operation.
We have T-Bar Dairy, Wite Gold Dairy. | originally started
with Barcellos Farms in 1976 with ny wife Fel onena,
F-E-L-OMENA

JUDGE CLIFTON:  F-E-L-O --

MR, BARCELLCS: ME-NA  W'Ill be celebrating our 40 th
anni versary next February.

JUDGE CLIFTON: Al right. Wnderful. So you probably
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heard the testinony of the dairyman who said they had been
married 37 years and are still having a bl ast.

MR. BARCELLOS: Yeah, especially with, we have seven
grandchildren, and they are -- they are quite a treat. And
actually, the grandsons are already trying to manage the
operation. They keep telling us what we shoul d be doing.

And one thing I would like to add, since we brought the
farmup. |1'ma very diversified operation. Barcellos Farns is
a diversified farmng operation that sells feed to our two
dairies. W also, in nornal years, we haven't been able to in
the | ast couple years due to drought, we nornally sell our
excess feed to the neighboring dairies. And for the |ast 25
years | have had a dairy pond excavation business, where we use
| ong-reach excavators to clean out dairy ponds. And in the
| ast three years we have lost eight of our clients, and the
last job | did for themwas to clean their ponds down to the
clean dirt so that the Water Board could certify closure as
that dairy was being elimnated and torn down.

We're actual ly finishing one this week in Bakersfield,
that is only a twelve year-old facility that was mlking 5,000
cows. And that facility was sold to a conglonerate out of
Si ngapore that is going to be planted into trees, and that
particul ar dairyman is taking some of his equi pnment and goi ng
to build a facility in South Dakot a.

JUDGE CLIFTON: It is helpful to get an idea of the trends
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that way. Do you want to add anything nore about that, about
whet her you think there will be greater mlk production going
forward in California?

MR. BARCELLOS: | don't know that there's going to be
greater m |k production, | amlooking for stable mlk
production, which is why we're actually | ooking at building the
new facility. It makes econom c sense because what we're
paying on the rented facility and the | abor savings will pay a
| arge portion of what the new facility would cost. | believe
that when we get everything finalized, it's going to be a
get-in-or-get-out situation. Because ny daughter and
son-in-law are the ones that are going to actually have to make
the last few payments -- | hope to be retired by then. But
this -- this process is weighing heavily on our decision if
we're going to nove forward.

The dairy parlors that we're mlking in right now,
still our original famly parlor that was built in 1940, and
the rented facility is another one that was built in the early
"50's. And you know, it's time to upgrade and either, as |
said, stay in or nove on.

I*'mnot scared of noving on. W used to have a | ot of
cotton, used to do a |ot of customharvesting in cotton. |
sold my seven cotton pickers and four nodel builders four years
ago, and we converted into chopping silage. W have that

operation that runs. |I'malso partners in a tree-harvesting
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busi ness, where we harvest, we shape trees for prunes and
pi stachios. |'mnot afraid of making adjustnents in our
operati on.
| run a trucking firmwhere we haul feed comodities

and five | ow beds on the equipment. So, you know, |'mready to
adapt. But, you know, | don't want to be the one that gives up
on the dairy operation as | | ook back and see what ny
grandfather and ny father started.

JUDGE CLIFTON: Is Wite Gold all one word as in Wite CGold
Dairy.

MR, BARCELLCS: That's two separate words, Wite, space,
ol d.

JUDGE CLIFTON: Are the 800 cows a conbination of both the
Wiite Gold Dairy and your T-Bar operation?

MR, BARCELLCS: No, each dairy is an 800-cow operation, so
there's 1600 total mlk cows, plus we have full heifer
repl acement progranms that are residing on three other rented
facilities. And, you know, with the new construction that our
heifers can come honme into the former, current mlk cow
facility so we would be able to consolidate everything into one
pl ace and really nake some efficiencies.

JUDGE CLIFTON: Are all of your dairy operations and
farm ng operations |located in Tulare, California -- Tulare
County, California?

MR. BARCELLOS: Yes, they are. And sone of the work, sone
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of the customwork and other work we do is, basically resides
within the valley, but nost everything is within Tul are County.

JUDGE CLI FTON:  Your daughter, Deolinda, how is her name
spel | ed?

MR BARCELLOCS: D-E-OL-1-NDA and she's naned after ny
grandnother and nmy wife's great grandnother.

JUDGE CLI FTON: So the "DEOC' cones from what nane?

MR. BARCELLOS: In Portuguese, "Deo" neans God, and "Linda"
i's beautiful.

JUDGE CLI FTON: Wonderful .

MR, BARCELLCS: So Deolinda nmeans God's beauty.

JUDGE CLIFTON: |s Barcellos a Portuguese nane?

MR. BARCELLOS: Absol utely.

JUDGE CLIFTON: And you nentioned that you were formerly
wi th DCCA before Land O Lakes. What does DCCA stand for?

MR. BARCELLOS: Dairynmen's Cooperative O eanery
Associ ation, which was our |ocal creamery that nerged with
Land O Lakes.

JUDGE CLI FTON: Wio next has questions for M. Barcellos?
You have been very clear, which is very helpful. Can you think
of anything else, M. Barcellos, that you would |ike to add?

MR, BARCELLOS: No, not at this time, other than the fact
that this industry is very inportant to the financial, or the
inpact that it carries here in the Central Valley, you know,

from Bakersfield all the way up to Sacramento and even beyond,
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but farther north are snaller producers who have a | ot of quota
that trenendous, trenendous inpact on their bottomline and
their ability to survive. You know, | think these proceedings
are very inportant. And the fact that everybody has the
opportunity to come and share the inportance of the industry to
be themand their famlies and the history of how we got here,
| think that carries a ot of weight. And | hope we have the
ability to continue.

JUDGE CLI FTON:  About how many hours a week do you work?

MR. BARCELLOS: How many hours are there in a week? M
w fe says that | work way too much, ny son-in-law says that |
work way too nuch away. But, you know, a ten-hour day is
normal . And even on Sundays | do sone office work after
church, and then we all go to breakfast as a famly, and then
spend a little time doing things, quiet tinme to get caught up.
But ten, twelve hours a day. It's not always physical,
sonmetinmes it is mental. But |'malways out there because ny
wi fe can only take ne for so | ong at hone.

JUDGE CLIFTON: Are there any other questions for
M. Barcellos? There are none. Thank you, so nuch
M. Barcellos.

MR. BARCELLOS: Thank you, your Honor. And | ami npressed
that Dana Coal e came out just to hear ny testinony.

JUDCGE CLI FTON: M. Schad, you renain sworn. Wuld you

again state and spell your nane?
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MR. SCHAD: Dennis, DDE-N-N1-S, Schad S-CH A-D.
JUDGE CLI FTON: M. Beshore, you may proceed.
CONTI NUED DI RECT EXAM NATI ON

BY MR BESHORE:

Q kay. Wen we left off, | believe you were at the top
of Page 7 of your statenent Exhibit 185.

A, That's correct.

Q Gkay. Please continue.

A. V. Problens Using California Cheddar Cheese as a Proxy
for AIl California Cheese

At |east two witnesses representing the Dairy Institute

have asserted that California is a cheese exporting state. The
W tness representing Hilmar stated that "California produces
roughly twi ce as much cheese as it consumes based on a 2014
popul ation value of 38.8 mllion, ERS estinmates of cheese
consunption per capita (34.2 pounds per year, 2014) and NASS
California cheese production.” (Exhibit 98, Page 24).
However, the sane ERS source also reported the annual per
capita consunpti on of cheddar cheese was 9.68 pounds. Using
the sane arithmetic as DIC, the estimate of California cheddar
cheese consumption is 375,000 -- I"'msorry -- 375,000, 584
pounds per year.

Q Read that nunber again, please.

A, kay. 375,584,000 pounds per year.

Q Thank you.
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A, The sane NASS product -- I'msorry -- the sane NASS
dairy product annual reports report -- the same NASS Dairy
Product Annual Products Report (page 32) noted that California
cheddar cheese production in 2014 was 375, 839, 000 pounds.

Q Ckay. So we should insert "pounds" after that nunber
at that point, M. Schad?

A. | think that's a good idea.

Q Thank you.

JUDGE CLIFTON: M. Elliott, are you there?

M5. ELLIOIT: Yes.

JUDGE CLI FTON: Thank you.

MR. SCHAD: Including the statenents that the state's
| ar gest cheddar cheese producer exported "nearly 10 percent of
its cheese" (Exhibit 98, Page 26), one coul d conclude that
California was actually cheddar cheese deficit in 2014.

The Proponents of Proposal 2 woul d have the Depart nent
bel i eve that the manufacture of all cheeses in the state incur
extraordi nary manufacturing and transportation costs. |If half
the total, State's total cheese is exported beyond state |ines,
then half is remaining within the State then -- I'msorry --
then half is remaining wthin the State accruing the home field
advant age of | ess expensive sales and transportation
adj ustnments. No evidence was provided regarding the
manufacturing or transportation costs, nor the yields of the

varieties of cheese other than cheddar, yet we have had days of
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testinony regardi ng the inadequacy of the FMMO other solids
fornula to val ue the whey conponent of cheese naking.
VI. Make Al owances

DI C asserts that the make al l owances for butterfat,
nonfat mlk solids, and cheese/protein in the product fornulas
for a California Federal O der should be lifted directly from
t he 2014 CDFA survey of manufacturing costs, plus a .15 cent
al | onance for marketing expense. However, ny prior testinony
quot ed CDFA representatives testifying at the 2000 USDA
hearing, expressing another view of price setting at CDFA.
They stated that make all owances in the CDFA product formulas
took a count of other factors not included in the manufacturing
cost surveys, and that price setting fornulas were an
expression of policy (Exhibit 70, Page 34). Dr. Schiek, during
cross-exam nation of his testinmony, contained in Exhibit 122,
confirmed that characterization of CDFA price setting. Not
havi ng a CDFA ot her solids/whey nake all owance, CDFA -- |'1|
start that fromthe beginning. Not having a CDFA ot her
sol i ds/whey make al | owance, DI C cobbles a proxy whey make
al  onance by subtracting the FMMO nonfat dry m |k all owance
fromthe FMMO whey nmake al | owance (19.91 cents, less 16.78
cents) to approximate the difference in the cost of drying whey
and drying nonfat dry mlk. DICthen adds this difference to
the 2014 CDFA manufacturing wei ghted average cost survey for

the nonfat dry mlk (19.97 cents, plus a manufacturing cost of
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.15 cents).

Q Could you red that again starting with "plus”
M. Schad?

A. Plus a marketing cost of .15 cents to approxi mate a
cost to dry whey.

As noted in ny prior testinmony, CDFA manufacturing
costs are included in all FVWMO nake al |l owances (Exhibit 12.G
Table 1. 2008 AMS | npact Analysis of Tentative Partial Final
Deci si on).

And if we take a second and | ook at Exhibit 12. G

Q Wiere did you obtain the Exhibit 12.G?

A, Fromthe Internet. It's -- it is a report from 2008 of
the current Federal O der nmake allowances and the derivation of
the make al | owances.

Q And was that published on the AMS, the Dairy Prograns
web page, which contains information relating to O der
proceedi ngs over the years?

A. That's correct.

Okay. Now, 12.G has three pages, correct?
Yes.

Is that the entire study?

> O > O

Oh, no, it's just the two title pages and Page 3.
Page 3 is what | wanted to show in this testinony.
Q kay. So the third page of Exhibit 12.Gis actually

nunbered as Page 2 of the Economc Analysis, correct?
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A, That's correct.

Q Gkay. Now, can you -- can you then point out and
di scuss what you're showing with this exhibit?

A, Yes. This is -- what it's showng is the calculation
of make al | owances as proposed in the tentative final decision,
and it shows butter, nonfat, dry m |k, cheese, and whey. And
it notes, you know, that in order to determ ne the Federa
Order 17.15 cent nake allowance for butter, it took into
account the CDFA study, which was fromits manufacturing cost,
as well as Cornell, and it weighted those two together. The
California weighting in this case was 30 percent other than,
U S. other than California butter production was greater than
t hat .

So it is telling you that the 17.15 cent butter make
al l owances is based on a 30 percent of the California cost to
produce butter, as well as 70 percent of plants |ocated in
Sout hern California.

Q Ckay. Now, are the make all owances shown on Exhi bit
12. G the third page, Table 1, are they the nmake al | owances
currently in effect of the Federal Orders?

A, That's correct.

Q And they, then, are also the nake all owances that are
proposed as part of Proposal 1?

A, That's correct.

Q And in each case for each product, butter, nonfat dry
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m |k, cheese, and whey, does this econom c analysis publication
of AMS show the source fromwhich the nmake al | owance figures
wer e derived?

A, That's correct.

Q Ckay. O the four -- of the four products, it appears
that three of themare based in whole or in part on CDFA
information; is that correct?

A, That's correct.

Q Ckay. Are there, now, you went through the butter
woul d you like to just highlight any of the other information
on that?

A. Yes. | would note that the California volunme for
nonfat dry mlk is 50 percent, roughly 50 percent between
California and out of, using the California make all owance and
the Cornell study for plants outside of the state. And cheese
was one hundred percent. The Federal Order cheese nake
al | onances is based entirely on the California make al | owance.

Q Let nme make sure |'mcorrect about that. It's your
testimony on the basis of this exhibit and other information
that the current applicable Federal Oder nake al |l owance for
cheese i s based one hundred percent on the CDFA cost study.

A, That's correct.

Q Qher than the sales and adm nistrative cost figure,
whi ch you al so nenti oned.

A. That's correct.

7834

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XXXVIII Court Reporters



© o0 ~N oo o b~ w DN P

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

Q Ckay. Continue.

A And finally, whey was based on a Cornell study, and
plus 15, .15 cents for marketing anal ysis.

Q Gkay. Now, would you go back to Exhibit 8, I'msorry,
Page 8 of Exhibit 185, your testinony, and | want you to read
the sentence in which Exhibit 12.Gis a parenthetical phrase,
but read the sentence without the parenthetical identification
of Exhibit 12. G you stopped before it was over, | want to
just have that sentence read in full w thout the parenthetica
phr ase.

A As in any prior testimony --

JUDGE CLI FTON: Start again.
MR SCHAD. |'msorry.

As noted in ny prior testinmony, CDFA manufacturing
costs are included in all FMMO nake al | onances, except for the
cost of drying whey.

BY MR BESHORE:

Q Thank you.

A As California finds it inappropriate for a CSO O der
(California State Order) to adopt make al l owances directly from
t he CDFA manufacturing survey, so should the California Federa
FMVO.

CDFA notes that there are four plants that manufacture
cheddar cheese in the formthat can be priced by the NDPSR

Since 2011, the disparity in size between the four plants
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precl uded CDFA s announcenent of the average selling price or
the volune sold. The current 2014 survey notes that -- and |
want to nake a correction here, and it should say, notes that 2
of the 4.

JUDCGE CLIFTON. Al right. M. Eliott, Page 4, fourth
l'i ne up.

MR. BESHORE: Page 8, | believe, your Honor

JUDGE CLIFTON: |'msorry, thank you. Page 8, fourth Iine
up, we're going to insert "two of" the nunber 2 or TWD, of,
after the words "notes that".

MS. ELLIOIT: Ckay.

JUDGE CLI FTON:  And woul d you read that sentence again for
us, M. Schad?

MR. SCHAD: The current 2014 survey notes that two of the
four cheddar cheese plants surveyed, produced 40 pound bl ocks,
500 pound barrels, and 640 pound bl ocks, yet, the DI C proposa
woul d set cheese prices based only on the 40 pound bl ocks. Due
to the few cheddar cheese plants in the survey, CDFA has been
unabl e to report ranges of costs among the plants as CDFA does
in butter, nonfat dry mlk, butter and nonfat dry mlk plants.

JUDGE CLI FTON: Wuld you read that sentence again for us,
pl ease?

MR SCHAD: Sure.

Due to the few cheddar cheese plants in the survey,

CDFA has been unable to report ranges of costs anong the plants
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as CDFA does in butter and nonfat dry mlk plants. |In effect,

DICis proposing that USDA set prices for mlk used to produce
cheese based on the weighted average manufacturing cost of four
pl ants that are dom nated by one very |arge cheese plant.

MR. BESHORE: Your Honor, you can stop there. You inserted
a word which I think is helpful in that paragraph, M. Schad,
and | would like that to be reflected in the exhibit. So you
said "used to produce cheese" on the top line, "for mlk used
to produce cheese,” and | think that's descriptive and hel pfu
and we would like to have the word "used" inserted at that
poi nt .

JUDGE CLI FTON: Thank you. So it's just after the word
"mlk".

MR, BESHORE: Yes.

JUDGE CLIFTON: Top line. Thank you.

MR. SCHAD:. DIC further proposes that USDA recognize
“spatial value" of butter, powder, and cheese by subtracting a
western val ue (FOB adjuster) --

JUDGE CLI FTON: Read that again, please, fromthe
begi nni ng.

MR. SCHAD:. DI C further proposes that USDA recognize
“spatial value" of butter, powder, and cheese by subtracting a
western val ue adjuster (FOB adjuster) fromthe NDPSR monthly
announced price. The DIC witness explained that the fixed

adj uster for each commodity is based on the average of the
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five-year historic difference between the price determ ned by
CDFA audits and the commopdity and the NDPSR pri ces.

JUDGE CLI FTON: Read again from "between the price
det erm ned by".

MR. SCHAD: -- between the price determ ned by CDFA audits
for the commodity and the NDPSR prices. There is an imediate
problemin this process. CDFA has not announced a cheese price
since at least 2011. To bypass the lack of CDFA reported
California specific cheese prices since 2011, DI C cobbl ed
t oget her a conpl ex process to approximate the FOB adjuster for
cheese based on two tine series.

While there is -- while there are no published CDFA
data to verify it, DIC s premse is that cheddar cheese prices
are lower in California than other areas of the country,
notably the Mdwest. However, recent prices fromthe Dairy
Mar ket News --

Q That should be news with an S?
A Yes.

JUDGE CLIFTON: M. Elliott, do you see it? Good. W have
added the S. Thank you.

MR, SCHAD. (DWN) indicate the California price is actually
hi gher than the M dwest price for whol esale 40 pound bl ocks of
cheddar cheese delivered in | ess than carl oad bl ocks.

Tabl e 12. H Average Whol esal e Delivered Price of 40 pound Bl ocks

of Cheddar Cheese in LTL Lots showed that the prices reported
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in the DW for the above commodity for Wsconsin --

JUDGE CLIFTON:  You put a word "that" in the sentence and
you really don't want that word in there, so start again,
pl ease, wth Table 12. H.

MR. SCHAD: | think I have a bigger problem

JUDGE CLIFTON:  kay.

MR BESHORE: We lost a colum off 12.H

MR. SCHAD: Yeah. And where do you want me to start again?

JUDGE CLIFTON: Wth the bol ded | anguage.

MR. SCHAD: Table 12.H Average Wol esal e Delivered Price of
40 pound Bl ocks of Cheddar Cheese in LTL Lots shows that the
prices reported --

JUDGE CLIFTON: No, don't say "that" because it interferes
wWth the rest your sentence. So what does it show? It shows
the prices.

MR. SCHAD. Shows the prices -- shows the prices reported
in DW for the above commodity for Wsconsin -- and that should
read "and the West Coast".

MR. BESHORE: Well, do you want to leave it "and the West
Coast" or do you want to substitute the exhibit that has al
three colums on it?

MR. SCHAD: | have the one here.

MR. BESHORE: Ckay. Just say "Wsconsin and the West
Coast . "

MR. SCHAD. Right. And strike "and the Northeast" put a
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period there.

JUDGE CLIFTON: Al right. So, Ms. Elliott, because the
actual 12.H doesn't have the Northeast, we're striking "and the
Nort heast” and we're tal king about the only two colums it has,
W sconsin and the West Coast. So would you again read it just
to make sure both Ms. Elliott and | have this correct?

MR SCHAD. GCkay. Table 12.H Average \Wol esal e Delivered
Price of 40 pound bl ocks of Cheddar Cheese in LTL Lots shows
the prices delivered in -- prices reported in DW for the above
comodity for Wsconsin and the West Coast. DM reports for
the 18-nonth period between January 2014 and June 2015, the
West Coast price averaged 2.1 cents -- I'msorry, 2.17 cents
above the Wsconsin price. 1In the absence of any other
publ i shed sal es reports of cheddar cheese, the DW reports of
regi onal cheese prices nust take precedence.

BY MR BESHORE:

Q Can | interrupt you there, M. Schad? And to nake sure
we're clear, you have in the title of Exhibit 12.H and in the
text where you read the title, the phrase in all caps LTL. And
what does that stand for?

A, As | say earlier in that paragraph, "less than" it's
l ess than full | oads.

Q So you said less than car |oads, |ess than truck |oads
sonetines it is referred to?

A, Yes.

7840

BARKLEY
TRANSCRIPT OF PROCEEDINGS - VOL. XXXVIII 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 kay. Thank you. Continue.

A. DiCintroduced an alternative proposal to price other
solids, noting that only 13 of the 57 --

JUDGE CLI FTON: Start again.

MR. SCHAD: Noting that only 13 of California's 57 cheese
pl ants al so process whey, DIC called for a new process of
valuing other solids. Dr. Schiek testified, "The mlk price
shoul d refl ect what the cheese naker can earn by selling his
wet separated whey FOB his cheese plant." (Exhibit 122,

Page 14). Proposal 2 describes a pricing fornula based on the
val ue of WPC 34, less the cost of drying WPC, |ess the cost of
cooling and delivering liquid whey to a whey drying facility.
DIC estimated the total cost of these operations was 31.1
cents. Wiile there may be an appropriate yield conponent --
BY MR BESHORE:

Q Start that sentence again, please.

A. Wile there may be an acceptable yield conponent to the
DIC alternative proposal, there presently is no transparent and
verifiable price series for WPC 34. Likewi se, there is, there
were no cost studies by third parties to verify the cost of
drying WC. And DIC --

JUDGE CLI FTON: Go ahead.

MR. SCHAD. WPC 34, and the DI C proposal make al |l owance
assunes that all whey is cooled and transported to a whey

aggr egat or .
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In essence, the DIC alternative is a solution in search
of a problem Dr. Schiek utilized Exhibit 96 to illustrate the
nunber of cheese plants with whey processing facilities.
However, he failed to note the volume of monthly mlk pounds
that are processed at plants with whey drying facilities.
Assuming that all plants in Goups 5 through 8 are of equal
size, then one could argue that 86 percent of the C ass 4b, and
in this case Arabic 4b was processed at dairy plants --

JUDGE CLIFTON: 4b?

MR. SCHAD: 4b milk was processes at dairy plants that had
whey drying facilities.

MR. BESHORE: Wey drying?

MR. SCHAD. Capabilities. Further, the Cooperatives'
exenpt plant proposal could exenpt as nany as 25 of the 57
cheese plants from mni mumclass pricing. Subsection VI.

JUDGE CLIFTON: M.

MR, SCHAD. VII, all right.

VI1. Dairy Price Hedging in California

Dairy farmers: Jared Fernandes, Dino G acomazzi, and
Janmes Netto testified -- and 1'Il parenthetically -- (and
ot hers since then) have testified that the California pricing
systemincreased the uncertainty of hedging their mlk price
and inhibited their use of commonly used forward pricing tools.

JUDGE CLI FTON: Forward what kind of pricing?

MR. SCHAD: M1k pricing tools. M. Fernandes stated, and

7842

BARKLEY

TRANSCRIPT OF PROCEEDINGS - VOL. XXXVIII 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

| quote, "The difference between the two price series is al nost
al ways negative with the 4b --"

MR, BESHORE: What's the word before 4?

MR SCHAD. -- with the Cass 4b price less than the
Cass Ill. Mre inmportantly, for hedging and ri sk managenent
pur poses, the basis is -- and in the testinony, the witten

testinmony, these words were in italics, and | copy themas such
-- highly volatile and unpredi ctable (the author's enphasis)
month to month." (Exhibit 22). In response to the dairyman's
testinony, the witness representing Hlnar stated, "Proponents
of Proposal 1 have suggested risk managenent for California
producers is ineffective because of the difference between the
California 4b price and FMMO Class IIIl price." (Exhibit 98
Page 12). The witness then provided statistical evidence that
“...California is neither the best nor the worst." (lbid.) The
W tness purports showwth Figure 5 in Exhibit 99 that
California is the fourth best in the group of ten states,
conparing the difference between the state's NASS All M1k
price and the Class Ill price. The chart's footnote explains
that for each year the maxi mum spread anong the states' A

MIk and Class Il was added to the mninumfor that year

Those val ues for the last five and a half years were averaged.
Figure 5 s footnote also explains that the cal cul ati on used the
absol ute value of the difference, such that a negative nunber

was treated the sane as a positive nunber
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Figure 5 of Exhibit 99 shows that California scores
fourth best and Pennsylvania last in this neasure.

Exhibit 12.1 Difference Between California All MIk Price and
CGass Il Prices 2010-2015.
BY MR BESHORE:

Q Is that Exhibit 12.1 of 186?

A.  Excuse nme?

Q Exhibit 12.1 is part of Exhibit 186 for today's
testimony, correct?

A, Yes. Yes.

Q Ckay. | interrupted you.

A. You did. And parenthetically, this was al so provided
as Exhibit 103, and the only difference between this and
Exhibit 103 is there was a question when this was introduced
about the timng, and so that | put the date on the baseline.
Ckay.

-- graphs each of the data points used for Figure 5's
concl usion and shows that in 33 of the 66 nonths surveyed by
the Dairy Institute witness, the difference between the
California AIl MIk price and the Class Il price was negative.

Q Ckay. Let's stop there and nake sure we have got this.
So Cooperatives' Exhibit 12.1, which is part of your exhibit
set today, correct?

A Yes.

Q Is basically a different graph of the sane graph that
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was identified earlier but not admtted as Exhibit 103?
A. That's correct.
Q Except that you have made this one clearer by adding

date points where they were not show ng on the prior graph?

A Exactly.
Q Ckay.
A Yes.

Q Thank you, M. Schad. Go ahead.

A. Exhibit 12.J Difference Between the PA All MIlk and
Cass Il Prices 2010-2015, again parenthetically (Exhibit 104)
charts the data point for the "worst" state, Pennsylvania. In
all nonths the difference between the Pennsylvania All MIk
price and the Class Il were positive.

Q So again -- you want to, again, let's just make clear
12.J is the same data and the essentially the same graph as
104, except that it's nmore clear in terns of dates.

A Yes.

Q Ckay.

A. And the point I was doing, was | took the data points
that would have been in the Dairy Institute, and graphed those
dairy points. And the use of absolute values tal ks about
differences, but it, doesn't it doesn't show you that these
di fferences can be negative. And that's what | was trying to
show here. And that your graph, that fornula, the difference

between the AlIl MIk and the Class Ill, you will see that there
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are nonths, and actually, if you count them half of the nonths

there's a negative difference, while there is, in the other

nonths there's a positive difference.
Q That's on Exhibit 12.1, which is the California A
MIlk less dass Il exhibit, correct?

A. That's correct.

Q Gkay. So in California, half the tinme the AIl MIk was

| ess than the Class IIl price during this five and a hal f

years?

A.  Yeah. And that explains the probl emwhy dairynen have

a hard time trying to set a kind of basis in that, because of

California mlk pricing system a basis to use these risk

managenent tools. |If you look at -- if you turn the page

and

you | ook at Pennsyl vania, Pennsylvania again, renenber was the

worst in Exhibit 5. And in, you will see the baseline was

zero. So that in all cases, Pennsylvania, in this conpari

the difference between the PAmlk inthe dass Ill is a

son,

positive. So for Pennsylvania dairyman he is basically, and

['lIl probably -- I'Il wait -- | can read the concl usion.

Q Ckay. So you are going back to the text of Exhibit 185

on Page 11, correct?
A Yes.
Q kay. Go ahead.
A And I'Il pick it up.

Wil e a Pennsylvania dairyman, dairy farner has great
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as a great level of certainty that his farmprice will always
be above the Class IIl price, the California dairyman knows
that it is as likely as it is not that his farmprice wll be
above or below the Class Il price. Snoothing out the positive
and the negative differences with the use of absol ute nunbers
does nothing to reduce the risk that an actual dairy,
California dairyman experiences with the California pricing
system Dairy farmers with actual experience have testified
that they have used the standard risk nanagenment tools and have
reported that the California prices cannot be successfully
hedged.

Figure 6 of Exhibit 99 calculated in the same manner,
conparing the States' mail box price and the Class Il price.
Exhibit 12. K Difference Between California Milbox and
Gass Il Prices 2010-2015 and Exhibit 12.L D fference Between
Pennsyl vania Mail box and Class Il Prices 2010-2015 are graphs
for these variables and reveal simlar results as Exhibits 103
and 104.

Q And we can also identify there 103 and 104 are the sane
as 12.1 and J?

A, That's correct.

Q Ckay.

A, And again, you are seeing the same thing. You are
seeing that in 12. K you are seeing that relationship fromthe

Dairy Institute's testinony shows that the line that, the
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difference is negative, while if you | ook at the Pennsyl vani a,
you will see that the line is always above zero.

Q So for Pennsylvania farns on Exhibit 12.L, the
di fference between the Pennsylvania mailbox and Class Il price
during this five and a half year period was, in all cases,
positive, correct?

A. Right, it gives you a level of certainty to determ ne
your basis risk.

Q Wereas in Exhibit 12. K, which is the difference
between California mailbox and Cass IIl prices, 2010-2015, it
was, appears to be bel ow zero and negative for a majority of
that five and a half year period, correct?

A, That's correct.

MR, BESHORE: Your Honor, | suggest this may be a good
point to stop for the day. W're at the end of Roman Nuner al
VIl of M. Schad's testinony, and we can start with Roman
numeral VI tonorrow

JUDCGE CLIFTON. Al right. Let ne ask M. Schad, please,
to remnd ne where you get All MIKk prices and where you get
mai | box prices.

MR. SCHAD. GCkay. Al MIk prices are reported by NASS on
a nonthly basis. And the nailbox prices, there was a farnmer
that was just in, mailbox prices are reported by the Federal
Orders, AMS, and the difference is between the two there's a

difference in what they were nmeasuring anong other things. And
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the NASS is a survey price, but mailbox price is an audited
payrol |l price fromthe Federal Oders.

MR. BESHORE: As well as CDFA for California.

MR, SCHAD: And as well as CDFA.

JUDGE CLI FTON: Thank you.

MR, BESHORE: And just one follow up quick question on
that. The NASS publication which reports the All MIk price on
a nonthly basis is ag prices?

MR, SCHAD: Yes.

JUDGE CLI FTON: Good. You have told ne that six times, but
| need to be rem nded.

MR. BESHORE: |'msure we have actually.

JUDGE CLIFTON: This is a good stopping time, because it is
already 4:59. Ms. May, may we | eave everything in this room
t oni ght ?

M5. MAY: Yes, we may. They are going to use the room
they are going to show the roomto a prospective custoner
toni ght, but otherwi se we can leave it in here and everything
w il be fine.

JUDGE CLI FTON: And the sound equi prent will be safe?

M5. MAY: That's up to the sound guy. They |ock the room
up, but they are not liable for our stuff.

JUDGE CLI FTON: Thank you. Al right. Very fine. [I'll
see you all in the norning here. W go on record at 9:00.

Thank you.
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COURT REPORTERS CERTI FI CATE

STATE OF CALI FORNIA )
) SS.
COUNTY OF FRESNO )

I, MYRA A PISH hereby certify:

| ama duly qualified Certified Shorthand Reporter, in
the State of California, holder of Certificate Number CSR
11613, issued by the Court Reporters Board of California and
which is in full force and effect.

| amnot financially interested in this action and am
not a relative or enployee of any attorney of the parties, or
of any of the parties.

| amthe reporter that stenographically recorded the
testinony in the foregoing proceeding and the foregoing

transcript is a true record of the testinony given.

DATED: January 8, 2016
FRESNO, CALI FORNI A

,\,\,\%@5@,

MYRA A. PISH, CSR
Certificate No. 11613
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