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THURSDAY, SEPTEMBER 7, 2023 - - MORNI NG SESSI ON
THE COURT: Ckay. Good norning.
Ms. Hancock, how are you?
M5. HANCOCK: Thank you, your Honor. W would
call Christian Edm ston.
THE COURT: Wl cone back, M. Edm ston.
CHRI STI AN EDM STON
Being first duly sworn, was exam ned and
testified as foll ows:
THE COURT: Your w tness, M. Hancock.
DI RECT EXAM NATI ON
BY MS. HANCOCK
Q Good norning, M. Edm ston. Wl cone back to the
stand for your second round.
Are you here this tine to testify on behalf of our
Make All owance proposal for National MIk?
A | am
Q And did you prepare a witness statenent on behal f

of the position that you are going to be providing us

t oday?

A | did.

Q s that what's been previously identified as
Exhi bi t NWPF- 147

A Yes.

M5. HANCOCK:  Your Honor, if we could mark this
for identification purposes.

THE COURT: Yes. All right. | have our next
exhibit as 144. That exhibit will be marked for

TALTY COURT REPORTERS, INC. 2526
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identification as 144.
(Thereafter, Exhibit Nunber 144 was narked
for identification.)
M5. HANCOCK: Thank you.
BY MS. HANCOCK
Q M. Edm ston, would you go ahead with your
st at ement ?
A Yep. So I'mgoing to skip the bio portion of ny

statenment, and |'malso going to junp around for the sake

of brevity. I|I'mgoing to do ny best to read slowy.

So starting at the bottomof the first page --
al ready got ahead, didn't 1? I'mgoing to work on that, |
proni se.

Land O Lakes acknow edges that these increases, if
i npl emented, would not fully offset the increases in
manuf acturing costs for commodity-style butter, nonfat dry
m | k, cheddar cheese, and dry whey, experienced by our
manuf acturing plants since 2008 when the current
Make Al l owances were inplenented. Instead, these
i ncreases offer a bal ance between the producer price
i mpact fromraising Make Al l owances and the processor cost
i npact of raising Make All owances.

These increases reflect the current cost of
manuf act uri ng conmodity-style butter, nonfat dry mlKk,
cheddar cheese, and dry whey nore closely than current
Make All owances. Increasing Make Al l owances to these
| evel s strikes a bal ance between updates that are needed

as a result of disorderly marketing conditions, detailed
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ater in this testinony, and dairy producer profitability.

Rai si ng Make Al |l owances to | evel s above these
proposed levels will reduce producer prices and woul d
narrow producer margins on the farmthat could negatively
i npact the availability of adequate supplies of mlk and
t hereby al so create disorderly marketing.

M5. HANCOCK: So I'mgoing to interrupt you.
think you can read a little bit faster, just so that it's
alittle bit nore conversational, because |I think for our
own sanity, we can't listen to that.

THE WTNESS: | don't disagree with you. It is a
chall enge. And I know I speak way too fast.

THE COURT: Thank you, Counsel.

M5. HANCOCK: And we'll figure it out. It was
very kind of you.

THE WTNESS: |I'mtrying. | swear |'mtrying.

M5. HANCOCK: But we're only one paragraph in, and
| was al ready hurting.

THE WTNESS: Let's give this another chance.

So I"mgoing to skip ahead. |1'mgoing to go to,
“I'n my testinmony, I wll speak to the follow ng points,"”
and then I'm going to pause and check for pace at that
poi nt .

(1) Commodity manufacturing costs have increased
by any nmeasure since 2006 and exceed the current
Make Al l owances for all four commoditi es;

(2) Qutdated, underval ued, inadequate

Make Al |l owances have led to, and will continue to lead, to
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di sorderly marketing conditions;

(3) Producer inpacts of increasing
Make Al l owances nust be taken into account by USDA,

(4) The industry needs a mandatory audited survey
of commodity manufacturing costs to provide data to use in
di scussions to propose updates to the Make Al |l owances.

Nunmber 1: Actual audited nmanufacturing cost data
fromplants nmaking the four commodity products represents
the ideal data for USDA to use in establishing
Make All owances. Since no data has been coll ected by
mandat e, audited, and reported that covers the rel evant
popul ati on of plants processing these four comodity
products, USDA shoul d consider actual cost data
voluntarily submtted by processors who manufacture these
commodi ty products.

Land O Lakes operates two manufacturing plants
t hat produce branded butter and commodity-style nonfat dry
ml k. These plants are located in Tulare, California, and
Carlisle, Pennsylvania. The Tulare plant is regul ated
under Federal Order 51, and the Carlisle plant is
regul ated under Federal Order 1. Conbined, our Tulare and
Carlisle plants process over 13 mllion pounds of producer
m | k per day. The manufacturing costs per pound of
comodi ty product at both plants have increased since
2006, as shown in the tables bel ow

So I'll speak to the tables briefly. This
refl ects an aggregation of the data that we submtted to

t he Stephenson surveys. For -- you know, for the reason

TALTY COURT REPORTERS, INC. 2529
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of wanting to keep our data -- our proprietary data out of
the record, we provided aggregations.

And so what you see here are individual categories
that we reported for butter, for nonfat, and then al
ot her categories across butter and nonfat conbi ned
together, with the increases fromthe 2007 Stephenson
survey to our actual costs on a percentage basis in the
final col um.

Land O Lakes al so operates a cheese plant in Kiel,
Wsconsin. W have nade significant investnents in this
pl ant to update the cheese and whey processing facilities,
which has | ed to increased manufacturing costs per pound
of cheese and per pound of dried whey since 2006.

St ephen Cain, National M|k econom st, conducted
an anal ysis that uses cost indexes to update commodity
manuf acturing costs fromthe 2006 | evels. The results of
t hat anal ysis show that commodity manufacturing costs have
i ncreased since 2006 and that the current Make All owances
need updating to reflect these increased costs.

Dr. Bill Schiek was al so comm ssioned by IDFA to
conduct simlar analysis which Iikew se shows that
comodi ty manufacturing costs have increased since 2006
and shows that current Make Al |l owances need updati ng.

The voluntary surveys conducted by Dr. Mark
St ephenson using 2018 and 2022 costs provide nore data
t hat shows commodi ty manufacturing costs have increased
si nce 2006.

In summary, it is clear that manufacturing costs

TALTY COURT REPORTERS, INC. 2530
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have increased since 2006. This is confirnmed by
Land O Lakes data, efforts to update past cross-surveys,
and recently conducted voluntary cost surveys. However,
the ideal data would be provided by a nmandatory and
audi ted survey does not exist today.

Nunmber 2: Under Federal Order Reform product

price formul as replace the previous direct survey of

prices paid for manufacturing grade m | k. PPFs noved the

process of establishing the basis for Federal O der
pricing up the marketing chain one step to survey
unregul ated plants buying and selling of whol esal e spot,

commodi ty-style, dairy products.

2023

The dairy products referenced in the Class Ill and

Cass IV pricing fornulas are primarily comodity

products, not retail or branded products. Those dairy

product prices becane the foundation, working backward via

econom c formulas, to determne the mninmumoprice of mlk

used to nake the four commodity dairy products. Adjusting

the survey prices by subtracting the non-m |k cost of
manuf act uri ng these products and applying appropriate
yield factors, determnes an inplied value for the
conponents of mlk used to produce them

Havi ng accurate and updated plant processing

costs, or Make All owances, and appropriate product yield

factors, are critical for this indirect nethod for

determ ning prices, which is a principal function of the

Federal Order program vyet a regular and systematic nethod

of ensuring that these critical PPFs remain accurate and

TALTY COURT REPORTERS, INC.
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current has not been established. WMre inportantly, PPFs
do not work as they were designed to when Make Al |l owances
are not reflective of actual costs.

| "' mgoing to skip through the quotes.

When Make Al |l owances are underval ued, disorderly
mar keting conditions ensue, including |ack of investnent
in manufacturing plants to process and bal ance m | k
supplies, inequitable pay prices to producers
participating in the sanme narket.

| nadequat e Make All owances chal | enge manufacturing
operations' abilities to pay m ni rum announced m | k prices
and still operate at reasonabl e conpetitive rates of
return. | nadequate Make Al | owances di scourage pl ant
i nvestnents needed to neet mlk supply and product demands
on a daily, seasonal, and annual basis.

When manufacturing costs of comodity products
exceed the established Make All owances, the cal cul at ed
classified prices will essentially overvalue raw m |k as
an i nput.

Cooperatives operate dairy manufacturing plants in
nearly all Federal Orders. Many of National MIK's nenber
cooperatives own and operate plants that manufacture
comodi ty dairy products.

To maxi m ze plant throughput, cooperative
or gani zati ons produce conmmodity-style products even though
t hese products have a smaller margin than branded
products. This approach of maximzing a plant's

processing capacity is especially inportant in clearing

TALTY COURT REPORTERS, INC. 2532
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the mlk supply available to |local markets and utili zing
m | k processing assets nore fully.

Many of these manufacturing plants al so bal ance
m |k supplies when Cass |, Il, and Ill custoners require
nore or less mlk to neet their finished good denmand
needs. In this way, cooperative manufacturing plants
bal ance the market by market -- bal ance the narket by
providing an outlet for m |k not needed by their custoners
on a nonthly, weekly and even daily basis.

Typi cal | y, bal anci ng plants do not run at ful
capacity and are used as needed. This mlk market
bal anci ng function inplies running plants bel ow full
capacity, which increases the operating costs per unit of
commodi ty pl ants.

Cooper atives nmaeki ng comodity-styl e products
operating under Federal Orders cannot recover a | arger
margin on their commodity products. |If they raise their
comodity product prices to capture a larger margin to
cover higher costs, those higher prices go directly into
the class prices and effectively elimnate the |arger
margin. |In effect, the Federal Order Make Al |l owances are
the fixed margins to commodity production at cooperative
pl ants.

Mar gi ns on comodity products are very | ow,
typically only a few cents per pound. G ven the cost of
new plant construction that can easily run into nultiple
hundreds of mllions of dollars, the decision to build new

capacity for commodity and bal anci ng pl ant assets is

TALTY COURT REPORTERS, INC. 2533
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difficult. Simlarly, when existing plants see conpressed
margins, a natural first response is to attenpt to cut
costs.

Unfortunately, sonmetines this cones in the form of
under spendi ng on needed mai ntenance. Wile this process

of , quote, "bleeding the assets,” end quote, can work for
the short-term it eventually results in deval ued assets
and shorter asset life.

When Make All owances underval ue act ual
manuf act uri ng costs, producer pay prices and their
respective mlk price returns are not equival ent.
Producers participating in markets in which their
cooperatives process a large portion of the producer mlk
into Cass Il and Cass |V commodity products are
di sadvant aged conpetitively when Make Al |l owances
underval ue the cost of processing that mlKk.

In short, outdated, underval ued, inadequate
Make Al |l owances conpress nargins at cooperatively owned
comodi ty manufacturing plants and place an unfair burden
on cooperative producer nenbers conpared to producers who
are not menbers of m |k processing cooperati ves.

"' m going to skip ahead.

Cooperative nenbers experience these inpacts
t hrough di scounted mlk prices going into their own plants
to account for Make Al |l owances that are set too |ow, thus
reduci ng current nonth mlk checks, or pricing the mlk
cl oser to or below class prices, knowng there will be

negative returns at their plants to be covered at the end
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of the financial year.

Data from AMS shows the effect of both these
di scounts and the lack of investnent in manufacturing
plants to process and bal ance m |k supplies. As
Make Al |l owances have fallen further behind, actual
comodity make costs, spot m |k prem uns have trended
| ower, as shown in the table.

These negative inpacts absorbed by cooperative
producers stemdirectly from Make Al |l onwances that are set
too low and are further exacerbated by the critical role
t hat cooperativel y-owned manufacturing plants play in
bal ancing m |k supplies in FMMO nar ket s.

Cooperative manufacturing plants represent
financial investnents by their nenbers. Cooperative
menbers have paid to build and maintain their cooperative
manuf acturing plants and are responsible for the costs to
operate them

When Federal Order Make All owances are established
at levels below the cost of producing commodity dairy
products, farmers whose cooperatives own and operate
bal anci ng pl ants end up absorbi ng those costs that other
mar ket partici pants do not experience. However, al
producers benefit fromthe orderly marketing system
enabl ed by cooperatives operating m |k bal anci ng pl ants
wi thin the market.

As cooperatives pass the nmarketw de bal anci ng
| osses on to their nenbers via reduced pay prices,

producers shipping to handlers that do not operate
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bal anci ng plants do not experience these | ower pay prices.
This unfairly penalizes dairy cooperative nenbers who
invest in plant and marketing systenms to support orderly
mar ket i ng.

The outdated Make Al |l owances need to be revised to
account for increases in costs to produce butter, nonfat
dry m |k, cheddar cheese, and dry whey. USDA shoul d
consi der the best plant processing cost data avail abl e
when updati ng Make Al | owances.

However, given the length of tinme since the |ast
Make All owance update, making the sudden change to
Make Al l owances to fully reflect current manufacturing
costs would be very disruptive to dairy producers and
i npose undue financial hardshi ps on them

Let ne skip down.

Assum ng the inplenentation of the proposed
i ncrease in Make All owances, dairy market supply and
demand factors for mlk and dairy products would Iikely
mtigate sone of the initial price inpact on mlKk
producers.

Nonet hel ess, it cannot be overstated the inpact of
i ncreasi ng Make Al |l owances wi |l negatively inpact producer
mlk prices and their margins will be conpressed.

Make Al l owance increases |arger than those proposed by

National MIlk wll have a | arger and negative inpact on
m | k producers' margins and increase the |ikelihood of

jeopardi zing the mlk supply going forward.

The | arger changes in Make All owances proposed by
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| DFA and W sconsi n Cheese Makers Association, at the end
of four years, would narrow producer nmargins to |levels
that would significantly inpact producer profitability and
put the availability of adequate supplies of mlk at risk
and, thereby, lead to disorderly marketing.

Producer margi ns have becone significantly
conpressed in the first half of 2023 and may be nore
conpressed in the second hal f of 2023, perhaps into 2024.
Class Ill and Class |V prices have averaged $5.47 and
$6. 08 per hundredwei ght | ower through June conpared to
2022 and have translated into najor decreases in FMMO
uni form prices.

USDA projects the 2024 U.S. all mlk price will
drop to $19. 10 per hundredwei ght. That represents a
decrease of $6.24 fromthe 2022 all mlk price of $25.34
representing a decrease of nearly 25% This drastic drop
in mlk price, without a simlar decrease in other mlKk
production costs, has narrowed nargins on many dairy farns
to the point of being below their cost of production.

| ncone over feed is shown in the chart below as a
proxy for producer profitability. Hi storical data is from
USDA Ag Prices reports, while corn, soybeans, Cass |11,
and Class |V futures are used to show estimates of
profitability into 2024, which renmain near the 25th
percentile of the ten-year history of data.

So to describe this chart a little, it actually
uses the feed ration that's not quite USDA ration. And I

need to make one little correction. It doesn't include
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soybeans; it includes soybean neal. The devel opnent of
that ration was done in cooperation with our Purina
forrmulators. It uses a sinple regression of Class IIl and
Class IV versus all mlk price to project mlk prices into
the futures, as well as, as | nentioned, corn and soybean
meal prices to project ration costs.

" mgoing to skip section 4 altogether and go to
sunmmary.

Land O Lakes recommends that the Departnent
i ncrease the Make Al |l owances as proposed by National MIK.
Land O Lakes believes that the proposed Make Al |l owances
are adequate, acceptable, and reasonable. These increases
represent an interimstep in aligning the Make Al |l owances
nore closely to actual manufacturing costs being
experi enced by processors of commodity dairy products.

Land O Lakes manufactures these comodity products
and has experienced a significant increase in
manuf act uri ng costs since 2006. This is corroborated by
recent voluntary studi es conducted by Dr. Mark Stephenson,
an anal ysis that updates the 2006 nanufacturing costs
usi ng publicly available cost indexes.

The effect of outdated Make All owances that are
set too lowis to create disorderly marketing conditions,
mainly in the formof |ack of investnent in manufacturing
plants to process and bal ance m | k supplies and
i nequi tabl e pay prices to producers participating in the
same market.

It is clear that commodity manufacturing plants,
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especially those that are tasked wth balancing mlk
supply and demand, struggle to nmake a profit since the

ef fect of underval ued Make Al l owances is to overvalue mlKk
prices. This leads to a lack of investnent in
manuf act uri ng capacity.

At the sane tine, |osses on existing plants are
shoul dered by producers that have nmade the decision to
invest in commbdity processing assets creating inequitable
pay prices for those producers which has been established
i n past decisions as a formof disorderly marketing.

The cost of nmaintaining the market bal anci ng
facilities nust be borne by the market, not only by the
owners of the facilities. However, the |ast
Make Al l owance updates in 2008 using 2006 data, and the
gap between those Make Al |l owances and various estinmates of
current comodity manufacturing costs, are substantial.

As a result, National MIk has proposed
Make Al l owances that stri ke a bal ance between a necessary
update and producer profitability that is obviously
chall enged in the current market |andscape. The risk of
not striking such a balance is jeopardizing mlk supply
and creating nore disorderly marketing conditions.

Longer term the industry needs a mandated audited
survey of commodity manufacturing costs to provide the
best data for future updates to Make Al |l owances. This is
the one request that is included in both National MIk and
| DFA petitions and supported by several other interested

parties that submtted petitions as well.
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Land O Lakes thanks the Departnent for calling
this hearing to consider the noderni zation of Federal Mk
Mar ket i ng Orders.

BY Ms. HANCOCK:

Q Thank you, M. Edm ston. | just wanted to dive
into a couple of itenms in your testinony to nmake sure that
it is clear on the record what you are doing.

Can you turn to page 3 of your testinony, the
chart that you have created conparing the percentage of
i ncrease of Land O Lakes' cost with Stephenson's survey?

A Yep.

Q "' mjust wondering if you can expand on that or
maybe even reiterate what you had provided by way of an
expl anation as to what this is designed to show.

A Yeah. Basically it's designed to show that our
costs of nmaking butter and nonfat dry m |k have increased
since the 2007 Stephenson survey. W were -- we were not
interested in putting our actual costs into the record but
wanted to show that our costs have increased, and so we
did sone aggregation and pull ed out sone separate factors
t hat were conponents within the Stephenson survey, so, for
I nstance, processing |abor and utilities.

The 2007 colum is the Stephenson survey wei ght ed
averages in those -- in those categories. The |ast columm
is the percentage increase fromthe 2007 Stephenson survey
to our actual costs that we submtted in the 2022
St ephenson survey.

Q Ckay. So does that nmean if we | ook at under
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butter for processing |abor, Stephenson has $0. 0522 there
for his weighted average in processing |labor, right?

A Correct.

Q And then your 50%increase, is that a 50% i ncrease
over the 2007 nunber?

A Correct.

Q Ckay. And -- okay. | think that hel ps.

And then | just want to maybe take a step back and
put this into perspective. | nean, | think what you are
saying is, is that there's no doubt that processing costs
have increased over the Make Al |l owances as they are
currently set. |Is that fair?

A Correct.

Q And it sounds like there's no dispute probably in
t he room about that aspect?

A. Agr eed.

Q But you're -- you acknow edge that you're -- that
on behal f of National M|k, you' re making a recomrendati on
that is |likely sonewhat | ess than what the actua
Make All owance costs would be if they were cal cul ated at

your current actual costs; is that right?

A Agr eed.

Q Do you know, as you sit here today, how nuch |ess
it is?

A. Than the industry cost?

Q Yeah.

A No.

Q Ckay. Sorry.
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A. Go ahead.

Q No, you go. | want to hear what you have to say.
A. And as -- you know, as discussed in previous
testinony, | think it's a function of, you know, not

havi ng mandat ed audi ted survey data to provide the actual
cost for the industry. So the voluntary survey takes --
you know, takes a shot at it, and | think, you know, does
a -- does a -- you know, gets us a certain distance
towards it, but we don't have the actual costs for the

i ndustry via mandat ed audited survey to rely on.

Q Ckay. And you understand that the proposal from
| DFA al so has sonewhat of a tenpered, | guess, year one
starting point as well for their proposed Make Al |l owance;
is that your understandi ng?

A Yes.

Q And then what is your understandi ng about when it
woul d get to full amount that they believe is the
Make Al | owance nunber ?

A. | believe it is four years |later.

Q Ckay. And what do you -- how do you feel about
t hat proposal ?

A As stated in ny testinmony, | think it -- it risks
i npacting producers to an extent that, you know, it would
be untenable for certain portions of the producer
communi ty.

Q Do you have any concerns about whether it --
there's arisk in there that it could capture an anount

that is in excess of the actual Mke All owances?

TALTY COURT REPORTERS, INC.
taltys.com - 408.244.1900

2023

2542


http://www.taltys.com

© 00 N o o A~ W DN P

N NN N NN NNDNDNRR R R R PR R B R
© N o O W NP O © 0N O 00 BN~ WDN R O

TRANSCRI PT OF PROCEEDI NGS Sept enber 07, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

A. Yeah, | think that's possible.

| also think that we don't know what costs are
going to do going forward. So to lay out a four-year
roadmap of what -- how Make Al |l owances are going to change
wi t hout know ng necessarily what costs are going to do
going forward, you know, is a bit of a challenge.

Q And -- and for the proposal that is submtted by
National MIk, I think that -- that in your testinony on
page 7, when you are tal king about those nunbers, you
state that any |l arger changes to the Make Al |l owance woul d
put too nuch pressure on dairy farners.

"' mwondering if you can tal k about what process
you undertook to -- to participate in National MIk's
decision to put forth the nunbers that it did that's
stated in your testinony?

A. Yeah. So -- and it was discussed yesterday by
Dr. Vitaliano. You know, we needed to reach a consensus
anong the National MIk nenbers. W knew that we needed
sonet hi ng on Make All owance. And so it was a | ong process
of trying to figure out the right bal ance across all five
proposals that we ended up with to -- you know, to conme up
with a set of Make Al l owances that -- that we could --
that we could all support.

There was kind of an informal survey process done
anong National M|k nenbership, and that was kind of the
driver for how we | anded on the nunbers that we | anded on.

Q And do you believe that you left nmuch headroom

t hat producers could actually absorb nore than what
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Nati onal M|k proposed for the increase in Make Al |l owance
for year one?

A. Can you restate that question? |'msorry.

Q Yeah, I'mjust -- | nean, what |'mwondering is
did you go soft on the dairy farners? D d you -- did you
suggest a nunber where you thought, well, if the USDA
doesn't |ike that number, we have |l eft sone head room
where they could absorb nore?

A. No. | nean, you know, it's a bal ancing act.
Right? One of the things that | really Iike about the
role that | have and the conpany that | work for is we do
both. You know, we run manufacturing plants, and we have
to -- we have to do that. And we also represent dairy
producers, and we have to do that. W have a dual mandate
in that respect.

And so, you know, we were trying to find that
bal ance across all of nenbership that -- that we could
support at National M|k, but we were also trying to find
t hat bal ance between what we thought producers coul d bear
and what we thought we needed for our manufacturing plants
as well. So it was a balance -- it's a bal ancing act.

And, you know, | think that as you | ook at both
the National M|k and the | DFA proposals, given that it's
been 15 years since we have updated these, there's no
easy, obvious, perfect answer here. Right?

| think M. Rosenbaum put it correctly yesterday
that, you know, we -- we may have -- we have a bunch of

t hi ngs we agree upon. There are things that, you know, we
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may differ in approach on. But directionally, | think,
you know, both National M|k and | DFA see a need here.
It's just a matter of how you strike that right bal ance
gi ven your stakehol ders and gi ven what you think is best
for the industry.
Q Thank you. Appreciate your tine.
MS. HANCOCK: Your Honor, we would submt
M. Edm ston for cross-exam nation at this tine.
THE COURT: Yes, M. Rosenbaum
CRCSS- EXAM NATI ON
BY MR ROSENBAUM
Q St eve Rosenbaum for the International Dairy Foods

Associ ati on.
M. Edm ston, did Land O Lakes participate in the

St ephenson survey that was conducted in 2007 used to set
t he current Make Al |l owances?

A. Yes, sir.

Q And did Land O Lakes participate in the 2021
survey that Stephenson conducted at USDA s behest?

A. Yes, Sir.

Q And di d Land of Lakes participate in the 2023

survey that Dr. Stephenson al so conducted?

A. | want to draw a distinction, if | could.
Q Yes?
A. You nentioned a 2021 survey. | thought you were

referring to the 2023 survey.
Q Ri ght.
A. Because the 2021 survey actually started in 2019.
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Q Ckay.

A. | just want to nmake sure |I'm answering the
guestion correctly. Sorry.

Q Yeah. Assigning the exact years to these things
can be chal | engi ng because the survey covered a period.
It's obviously the date of the actual result.

A. Let me answer it differently.

Q Did you participate in all three surveys?

A. Yes. That's exactly how | was going to answer it.

Q That sinplifies it.

And | assune that Land O Lakes did its best to
submt accurate information?

A. Absol ut el y.

Q And now, counsel -- your counsel asked -- or
counsel from National M|k asked sone questions regarding
t he | DFA proposal, which she actually accurately
characteri zed as phasing in increased Make Al |l owances over
a four-year period, correct?

A Yes.

Q But do you understand that the end result of that,
that is to say the highest nunber, reflects what |DFA
submts are the current costs of manufacturing?

A. Yes. Although | believe, correct nme if | have
this wong, | believe they are slightly different than the
St ephenson survey results.

Q They are an amal gamati on of the Stephenson results
and Dr. Schiek's work, and we'll have testinony on that.

Wth that caveat, though, do you understand that
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the | DFA proposal reflects, from|DFA' s perspective,
Make Al l owances that at their fully-inplenented [ evel wll
be the current cost to manufacture as of now?

A | understand that that is -- that's IDFA s
perspective, yes.

Q In other words, if the proposal to increase
Make Al |l owances over tine, does not reflect an effort by
| DFA to project future increases in costs, it reflects the
current costs, correct?

A Yes, | understand that.

Q And do you understand the phase-in reflected an
effort to accommodate farnmer concerns that inplenenting
the entire Make Al |l owance increase at once woul d be
quite -- would be -- you know, woul d be substantial ?

A. So it's interesting you nention that. | didn't

necessarily understand the justification for the phase-in

that | DFA proposed. | suspected that it was an effort
to -- to realize that inplenenting those all at once woul d
i npact farmers. | hoped that was the case, but | didn't

necessarily know that that was the case. So it's good to
hear that.

At the same tinme -- you know, | nentioned the dual
mandat e t hat co-ops have, co-ops |like Land O Lakes t hat
both represent producers and process mlk. You know, in
ternms of understanding what's best for producers, we're in
it every day. | have to stand up in front of producers on
a very reqgular basis and talk about things like this, and

| have done so over the |ast several years, as we knew t he
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Make Al'l owance hearings were com ng.

And | have had producers in very stern tones tell
nme, don't go too far with this. And they had fears about
that. You know, producers that were already financially
struggling and could see that going too far with the
Make Al l owances all at once woul d be very negative for
their operations and their businesses.

So that kind of justification is what | believe
drove the National MI|k nenbership as a whole to conme up
wi th the proposal that we did.

Q So let's -- what |'d like to do nowis swtch
di scussion a bit to the question of what the increase in
costs of manufacture have actually been since
Dr. Stephenson conducted his survey in 2007, which was
used in part to set the current Make Al | owances.

Just so we orient ourselves, you are aware that
t he actual Make Al l owances as set were thensel ves an
amal gamati on of Dr. Stephenson's survey as well as
information fromthe California Departnent of Food and
Agriculture, correct?

A Correct.
Q Ckay. So | would like to -- and ny questions now

are really going to focus on the table on page 3 of your

report.
A Ckay.
Q So in the second colum, you nmake reference to

St ephenson’' s survey wei ghted averages, correct?
A Yes.
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Q Ckay. So that we all can nake sure we understand

exactly what you did here -- and | think | understand, but

you're going to correct nme if I"'mwong -- let me hand you
a copy of that -- of that Stephenson survey report from
2007.

A. Sounds good. And hopefully the nunbers that |
have in there are all correct.
MR. ROSENBAUM  Your Honor, | would ask that this
docunent be marked with the next Hearing Exhibit nunber.
THE COURT: | DFA Exhibit 28, top right-hand
corner, is marked for identification as Exhi bit 145.
(Thereafter, Exhibit Nunber 145 was nmarked
for identification.)
BY MR ROSENBAUM
Q And, M. Edm ston, can you identify this as being
the Dr. Stephenson 2007 report?
A. Certainly appears to be.
Q And this is the docunent that you relied upon, in
part, in putting together the table that appears on
page 3; is that correct?
A Yes.
Q Ckay. So let's just go through the different
headi ngs on that docunent -- on that table -- excuse nme --
in your report.

So you start with butter, and you are providing

conbi ned data for your -- for tw plants -- is it Tulare?
A Tul are.
Q -- Tulare and Carlisle, correct?
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A. Yes, sir.

Q And for -- and then you have a row for processing
| abor and a row for utilities, correct?

A. Yes, which | believe is marked in Dr. Stephenson's
survey as energy.

Q Exactly.

So if you turn to page 8 of Dr. Stephenson's

report, which is Hearing Exhibit 145, there is a colum
t hat says | abor, correct?

A Correct.
And it says $0.0522?
Correct.
Sane as 5.22 cents, correct?
Wiy i s.

Q That is the source of the information in the

> O > O

second colum of your table on page 3, correct?

A. Yes, sir.

Q And then simlarly, there is an entry that he
calls energy, which is $0.0157, correct?

A. Yes, Sir.

Q And sane as 1.57 cents, correct?
A Correct.
Q And that is the nunber that you used for -- that

you terned utilities, correct?

A. Yes, Sir.

Q Ckay. Simlarly, on keeping -- going further down
on your table, you have -- then have an entry for nonfat

dry mlk. And if we turn the page in the Stephenson
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report, Hearing Exhibit 145, to page 9, we see that
there's an entry for |abor of $0.0362, correct?

A Correct.

Q And that's the nunber that appears in your second
colum with respect to processing | abor, correct?

A Correct.

Q And then simlarly, there's an entry for energy of
$0. 0409, which is 4.09 cents, and that's what you entered
for utilities in -- under the nonfat dry m |k heading in
the second colum in your table, correct?

A Correct.

Q Ckay. Now, continuing further down, you then have
arowthat's called butter and nonfat dry m |k solids
basi s, and underneath that you have all other, correct?

A Correct.

Q And there you have $0.1009, correct?

A Correct.

Q So if we go back to Dr. Stephenson's report,

Exhi bit 145, there are a nunber of entries in addition to
the | abor and energy entries that we have already tal ked
about; nanely, there's an entry for packaging, for repair
and depreciation, G&A, general admnistrative, RO, return
on investnent.

Did you lunp those together to cone up with the
all other?

A. Correct. And then weighted on a solids basis
across butter and nonfat dry m K.

Q Ckay. And so you -- you added those up -- you
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added up the nunbers -- |'mlooking at page 9 for nonfat
dry mlk plants --

A Yes, sir.

Q -- in Exhibit 145.

So you added up the nunbers for packaging, repair

and depreciation, G&A, and RO fromthat page, correct?

A Correct.

Q And then did you do the sane thing with respect to
the information on the previous page that related to

butter?

A. So in effect, | did the sanme thing that you just
descri bed --

Q Ckay.

A. -- but I didit alittle differently.

Q Ckay.

A | subtracted the ones that are delineated

specifically fromthe total

Q Yes. O course.

A And -- on both, correct.

Q Yes. And then what did you do -- so that would
gi ve you a nunber for butter --

A Yes.

Q -- frompage 8 and a nunber from-- for nonfat dry
mlk on page 9, correct?

A Yes.

Q And then what did you do with that to cone up with
your 10.09? D d you add themup and divide by two or --

A. | believe they are weighted roughly two to one --
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Q Ckay.

A. -- based upon nonfat solids versus butterfat
sol i ds.

Q That's the -- you did that weighting, you are
sayi ng?

A Land O Lakes FP&A did that weighting.

Q Ckay.

A. Because | don't keep track of -- it's not part of
nmy responsibility to keep track of our -- our costs, and
as we were -- as we were putting this together, that
anal ysi s was done by our finance group.

Q So the $0. 1009 that appears in the other -- al
other row, that is a weighted by --

A. Sol i ds.

Q -- solids average of the Stephenson cost data for

butter and for nonfat dry mlk; is that correct?

A. Correct. And directionally, just doing math off

going to try it anyway -- if you average the two
Make Al l owances, you are going to get about $0.175. If |
add up the specifically delineated line itens here, you
get roughly $0.07 apiece. 17 minus roughly 7 is about 10.
So if there was a m stake nmade in the cal cul ation
to the third or fourth decinmal point, | suppose that's
possible. But directionally | believe the $0.10 to be
relatively reflective of all of the other categories in
nonfat and butter in the 2007 Stephenson survey.

Q Ckay. So let's now -- and if you were actually

the top of my head -- which is risky on the stand, but |I'm
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maki ng butter and nonfat dry mlk, you would, if you wll,

incur the $0.1009 twice; is that fair to say, once in

maki ng the butter and once in nmaking the nonfat dry m |l k?

A

Those are on a per pound basis for products that

you get out of mlKk.

Q

Right. So on a -- ona -- if youwll, is it fair

to say that on a per pound basis, if you wanted to know

t he per pound cost of butter based upon the 2007

St ephenson survey, you could add the processing | abor

nunber
A.

and the utilities nunber and the all other nunber?

Not here because the last portion, the all other,

is both butter and nonfat.

Q
A

Q

Ckay. Al right.
In the Stephenson survey, yes.

Yes, okay. And here -- and here the all other is

it fair to say that the all other tinmes two would be the

conbi ned per pound all other costs for butter and nonfat
dry m|lk?

A

|'d have to think about that, in the way you are

characterizing it. |s there a subsequent question that

you are | ooking to answer?

Q

Wll, I"mjust trying to understand your -- your

approach. | mean the 10.02 -- as | understand it, you,

for conpetitive purposes, did not want to reveal with

preci sion what Land O Lakes costs are --

A

Q
A.

Correct.
-- that are in the all other category, correct?
Correct.
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Q So you cane up with a nunber that is a -- if you
will, a weighted nunber, so that the real nunbers, so to
speak, for butter may be sonewhat hi gher and the rea
nunber for nonfat dry mlk would be sonmewhat | ower,
correct? O vice versa as --

A O vice versa. | nean, the point is -- the point
of the table, honestly, is to show that our costs have

i ncreased since the 2007 survey.

Q Ckay.
A. The way in which we put the table together, | have
t hi nk you have -- | think you have correctly -- 1| think

we, collectively, have collectively established. Draw ng

further concl usions past that by -- by multiplying the all
ot her specifically across both butter and nonfat by two, |
haven't had tinme to think about how you woul d characterize
such a calculation, if that nmakes sense.

Q Al right. Wll, let's just -- then let's just
stick with the nunbers as they are right here and give ne
one second.

So am | correct that the only amal gamati on of data
you did in order to protect confidentiality or
conpetitiveness is wth respect to the all other nunber?

A. Al so across butter and nonfat dry mlk. So we
amal ganated the all other using the different categories
that aren't processing labor or utilities, and we al so
anmal gamat ed across the comoditi es.

Q Yes. So you protected individualized information

in two ways. First of all, you amal gamated t hem t oget her
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as opposed to breaking themout into these separate
subcat egori es of packaging, repair and depreciation, G&A,
and RO, correct?

A That's right. | would also point out that, |
believe -- | believe that the categories change slightly
from 2007 to 2022 in what we were asked to provide for the
St ephenson survey. And so naking a conparison across the
2007 and 2022 category by category wouldn't really have
been possi bl e using the sane categories. That was part of
the rationale as well.

Q Ckay. So you added the entries together rather
t han breaki ng them out separately, you added them together
and put themin all other, plus you put both butter and

nonfat dry mlk together. Those were both things you did

to -- to protect the certain level of confidentiality,
correct?

A Correct.

Q But when it comes to the nunmber you have for
processing | abor -- and take butter as an exanple where

it's $0.0522. Ckay? Now, you have indicated in the |ast
colum, as | understand it, that Land of Lakes' actual
2022 processing costs are 50% hi gher than $0.0522; is that

what that indicates?

A. That's correct. One other -- this is a nuance and
a pet peeve of mne. |It's Land O Lakes, not Land of
Lakes. [|I'msorry, but it's -- when you work for a conpany

for 15 years and you hear it over and over again, it

grates a little. So | just want to, if | could. [I'm

r TALTY COURT REPORTERS, INC. 2556
taltys.com - 408.244.1900

Sept ember 07, 2023



http://www.taltys.com

TRANSCRI PT OF PROCEEDI NGS Sept enber 07, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

sorry.

Q | stand firmy corrected. Thank you. | have been
adnoni shed.

So -- but isit --if --is--if | -- if | want
to calculate the actual per pound cost of naking butter at
these two plants, with respect to processing |abor, if |
t ake $0.0522 and add to it 50% of 5.22, that will tell ne
the answer; is that right?

A Yes.

Q And so |'mnot asking you to confirmthis
cal cul ation, but | have calculated that to be $0.0783.
Does that sound reasonabl e?

A. Bal | par k.

Q Ckay. And simlarly, when it cones to utilities,
where you have in -- for butter costs of $0.0157, and you
say that's your current actual 2002 Land O Lakes cost, are
33% hi gher, you would sinply add the $0. 0157 pl us 33% of
1.57 to determ ne what that nunber is, correct?

A Correct.

Q And once again, if | calculated correctly, that
woul d gi ve you $0.0209. |'m not asking you to confirm
that nunber. But the nethodology is correct, yes?

A. Bal | park, yes. It sounds directionally correct.

Q Ckay. Al right. And you would do -- and
simlarly, when we get to nonfat dry m |k, processing
| abor would be the $0.0362 indicated, plus 38% of -- of --
of 3.62, to get you the current Land O Lakes processing

| abor cost, correct?
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A Correct. Yes.

Q If I have to throw the word "l abor” into the sane
sentence, | get really thrown off.

Ckay. And simlarly, to determne the utilities
costs for nonfat dry mlk, you would take the $0.0409 and
add to it 36%of 4.09, and that would tell you what
Land O Lakes' current utility costs are for nonfat dry
mlk, correct?

A Correct.

Q And getting to the last entry, if one wanted to
know what on a per pound solids basis Land O Lakes' al
ot her costs were, a nunber that reflects both butter and
nonfat dry mlk on a solids basis, one would take the
$0. 1009 and add to it 112% of 10.09 to know what t hat
nunber is currently, correct?

A Correct.

Q And -- okay. Now -- okay.

And you did not do it here, but one could add up
the five data entries in the Stephenson survey, correct?
Just sumit -- | nean, literally just add $0. 0522 plus
$0. 0157 plus $0. 0362 plus $0.0409 plus $0.1009, correct?

A One coul d.

Q Ckay. And I'mnot asking you to confirmthis, but
at least ny math woul d take -- woul d produce a nunber of
$0. 2459 just sinple math. Ckay?

A Ckay.

Q And one could simlarly apply the percentages that

you have set forth in the fourth colum -- excuse ne -- in
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the third colum that reflects Land O Lakes' actual costs
adjusted with the various additions reflecting the
per cent ages you have in that colum, in the nanner | have

gone through, and then add up each of those nunbers

that -- correct?

A. Coul d you restate the question, please?

Q Yes. | mean, for exanple, we tal ked about how if
you -- to take the first nunber as an exanple, if you --

that assuming ny math is correct, the process --

Land O Lakes' processing | abor costs as of 2022 are

$0. 0783, correct? Because that's what you get if you take
t he $0. 0522 and add 50% of 5.22 to it, correct?

A. So -- so what you are saying is you could scale up
all of the second colum by the percentages in the third
colum and add them You could do that.

Q Yes. kay. And that would be reflective of the
i ncrease on a percentage basis of the costs that -- that
Land O Lakes currently incurs as conpared to what the
St ephenson report reported back in 2007; is that fair?

A You said current. It is as of 2022.

Q Wth that correction, that would be correct?

A | believe -- as | understand the question, yes.

Q Ckay. And, once again, I'mnot asking you to
confirmthe nunber, but it would not surprise you, | --
would -- would it surprise -- start the question again.

"' m not asking you to confirmthe nunber, but
would it surprise you if by ny calculation that woul d

indicate a 70.26% i ncrease in costs between the Stephenson
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survey and Land O Lakes' 2022 costs?

A | nsonmuch as it's in between 112 and 33, it doesn't
surprise ne.

Q Ckay. And -- okay. And this, of course, is a
study that focuses on two of the four compdities that are
used to set mninumml k prices, butter, and nonfat dry
mlk, correct?

A Correct.

Q Ckay. And we started the questioning with ny
statenent that the -- not asking you to accept it, but ny
statenment that | DFA's proposed ultinmate Make Al |l owances,
that's to say once they have been entirely phased in,
is -- our view, I'mnot asking you to accept it, but our
view of what current costs to manufacture are. You
under st and that ?

A | DFA' s proposal is your understandi ng of what
current costs are, yes.

Q Yes. And what -- and that is what the ultimte
phased-in nunber reflects in |IDFA" s proposal, correct?

A Under st ood.

Q Ckay. And do you know whether that -- with
respect to butter and nonfat dry mlk, |DFA's proposed
i ncrease in Make Al lowances is actually | ower than what
Land O Lakes is reporting as its cost increase?

A. | have not done that math.

Q | f you could turn to page 6.

A O the Stephenson survey or of ny testinony?

Q

Sorry. O your testinony, sorry.
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Now, you have a sentence there, which you read

into the record. 1'Il just repeat it for orientation
pur poses: "Cooperative nenbers experienced these
i npacts” -- you're referring to reference -- actually, |et

me start the question again.

"Cooperative nenbers experience these inpacts
t hrough di scounted mlk prices going into their own plants
to account for Make All owances that are set too |ow, thus
reduci ng current nonth mlk checks or pricing the mlk
cl oser to or below class prices knowing there will be
negative returns at their plants to be covered at the end
of the financial year."

Do you see that?

A. | do.

Q Ckay. So when -- obviously, Land O Lakes uses its
own farmer mlk to run its processing plants?

A Correct.

Q And as a handler, Land O Lakes is technically
required to account to the pool as that being the price
it's paying for mlk, the mninumdCoass |IIIl price,
correct?

A When pool ed, yes.

Q When pool ed, yes.

And -- but you're not actually -- Land O Lakes,
i ke all cooperatives, is not actually required to pay
that full anmount to its farnmers when it actually pays its
farmers, correct?

A. Not required, correct.
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Q And that's typically referred to as rebl endi ng,
correct?
A. As | understand it, yes.

Q And so if | understand your sentence correctly,

but tell me if I"'mwong, if the regulated price of mlk

2023

is at a level that doesn't allow you to operate your plant

at a profit, but instead at a |oss, Land O Lakes w ||
reduce its actual paynents to its farnmers to cover that

| oss, correct?

A It may.
Q It may.
So it -- in effect, it's paying a price, you know,
cl oser to or below the class price -- |'musing your
| anguage -- to make up for that |oss, correct?
A It may.
Q It may.
That is not a -- that is not a power that a

proprietary handl er has, correct?
A. Cl oser to price, yes; below class price, no, as
understand it, when pool ed.
Q Ckay.
MR. ROSENBAUM That's all | have. Thank you.
THE COURT: Further cross, other than AMS?
CROSS- EXAM NATI ON
BY MR M LTNER
Q Good norning, M. Edm ston
A Good norning, M. MIltner.

Q |'"d like to start with the data on page 3 of your
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testi nony that M. Rosenbaum went t hrough.

A Yes, sir.

Q | want to sunmarize what | think I got fromthe
guestion and answer with M. Rosenbaum because |'m not
clear on it, to be honest.

| f you take -- I'mlooking at the very first
row -- well, the second row, processing |abor under
butter.

A. Yes, sir.

2023

Q Ckay. If I nmultiplied .0522 tinmes 50% would that

give ne Land O Lakes' actual processing | abor costs --

processi ng cost increase for butter?

A. For 2022, as we reported in the Stephenson survey,

yes.
Q Ckay. So you are starting with the nunber from
St ephenson’ s survey?
A Circa 2007.
Q Ri ght .
W're ending with LOL's actual costs?
A Correct.
Q Okay. Thank you.
A Because the table is neant to show our actual
costs have increased since the 2007 Stephenson survey.
Q G eat.
But we don't know -- well, what was -- what was
LOL's processing | abor cost in 20077?
A That is not in the table.

Q So your processing costs have increased 50% over
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the 2007 reported nunber, but they may have actually
i ncreased sonething nore or | ess than 50%

A | don't have that data with ne.

Q In the final row of that data under all other, the
i ncrease is, you know, substantially larger than for --
for the other categories |isted.

Do you have a breakdown of the increases in each

of the categories that are in all other?

A. Not that | would like to provide on the record,
for proprietary reasons.

Q s repairs -- are repairs and depreciation the
| ar gest conponent of the increases?

A | don't have that data with ne. | don't have that

data with me to answer that question accurately.

Q | f you had the data, would you share it?
A As | nmentioned -- well, no. As | nentioned, no.
Q Ckay. Did you conpare or prepare simlar data for

your cheese operations?

A. We, can you define "simlar data" for ne?

Q This -- the table --

A This table specifically?

Q Yes.

A No, sir.

Q Does Land O Lakes process whey?

A. Yes, Sir.

Q Did you prepare a simlar table for your whey

operations?
A. No, sir.
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Q |"d like to ask about the Make Al |l owance survey
that National M|k conducted of its nenbers.

Do you know how many -- how nmany cooperatives
participated in that survey?

A | do not. The results and the participation were
hel d from i ndi vi dual nenbers.

Q So they -- the results were wthhel d?

A The -- I"'msorry, not the -- let ne correct that
statement. The detailed data within that survey and
results such as, you know, individual co-op's responses
were withheld fromindividual -- fromthe nenbership.

Q Did they -- did they informyou about just the
identity of the cooperatives that partici pated?

A Not that | renenber.

Q So you don't know, for instance, if CDI's data was

included in that survey?

A. No, | don't believe so. 1It's been six, eight --
well, it's been nore than that. |It's been nany nont hs
ago, so | don't -- | don't renenber seeing which

i ndi vi dual co-ops responded.

Q If we -- I'"mjust going to use butterfat to -- as
an exanple. The butterfat Make Al |l owance that Nati onal
M1k proposes is $0.21 per pound.

A Correct.

Q | understand -- correct nme when |I'mincorrect --
understand that after these survey results were produced,
or the results were provided to the nenbers, that the task

force or the participants then used that to cone up with a
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proposed Make Al l owance for butterfat of $0.21; is that
correct?

A. Correct. The survey provided the data basis on
whi ch the proposal resulted.

Q Do you know what the actual butterfat survey
nunber was? In other words, did the task force say, it's

$0. 25, but we -- we want to scale it down, as you

descri bed in your statenent, and we're going to -- we now

select $0.21. Do you know what that nunber was?

A. | don't off the top of ny head.

Q Was it provided to you by National MIk?

A. | believe so, but | do not remenber.

Q Do you know if -- do you know if any of Nati onal

MIlk's witnesses intend to share that information?

A | -- | don't know.

Q And | used butterfat as an exanpl e, but that
generally would be the sanme for nonfat solids, protein,

and ot her solids?

A Correct.
Q In terns of how the nunber was arrived at within
the coomttee and -- well, in terns of how -- how t he

commttee arrived at that nunber?
A. Correct. And | would say that, you know, as |

menti oned before, it was a process of trying to bal ance

2023

i npact to the producers and the data that we received. So

my -- ny recollection, | don't renenber the exact nunber,
but as | think through it, | don't believe the proposal
was the exact nunmber. | don't renenber --
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Q Ckay.
A -- 1"l be honest. | don't renenber.
Q Thank you. | appreciate that. |In the testinony

you provided a few days ago, you stated that Land O Lakes
nmenbers own several cheese, butter powder, and val ue-added
plants in the Upper M dwest, East, and California. You
reference three plants specifically today.

Are there any other plants other than the three
you nmentioned which produce any of the surveyed
commodi ti es?

A. W -- we have four mlk receiving plants. |
referenced specifically in here Tulare and Carlisle, which
are our two butter powder plants. W have Kiel that |
reference in here specifically. Melrose is the only other
mlk receiving plant. It generally nakes part Italian and
specialty cheddar for internal use.

So to answer the question, | don't -- |'m not
| eaving anything out | think is how !l interpret the
guesti on.

Q Yeah. Melrose doesn't produce commodity cheddar
does it?

A It -- not on a regular basis. GOCccasionally, it
can, but it's for internal use, generally.

Q Did Land O Lakes supply any informati on about
Mel rose's costs to Dr. Stephenson or any other survey on
Make Al | owances?

A. Certainly not on whey. W don't nmake whey at

Melrose. On barrel cheddar, | don't believe so. 1'd have
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to go back and check. In fact, | -- actually let ne -- as
| -- as | think through that, |I'"'mpretty positive we did
not. During the span of 2022, which was the tine period
t he Stephenson survey woul d have covered, | don't believe
we had any external sales of comodity cheddar for
Melrose. So | believe the answer to that question is no.

Q Wth respect to your plants at Carlisle and
Tulare, | want to go through sone products, and if you
just let me know if they produce these products, if you
coul d.

A Sur e.

Q Salted butter?

A Yes, sir.

Q Unsalted butter?

A Yes, Sir.

Q Wth respect to salted and unsalted, do they
produce both in bulk and in quarters?

A. On a regul ar basis, no.

Q What woul d they produce nost on a regul ar basis?

A. Most on a reqgular basis is salted and unsalted
quarters for retail. And salted bul k.
Q There was sone testinony, it nmay have even been

fromyou, about how salted bulk butter is what a butter
manuf acturer will use to help clear the market.
|s that the case with Land O Lakes?
A Most of our butter is used internally.
Q Ckay. Do -- do either of those plants produce any

ot her butter products, anhydrous or anything |ike that?
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1 A. Tul are and Carlisle do not produce anhydrous.

2 Q Do --do any Land O Lakes pl ants produce anhydrous?
3 A. Hi | | sboro, Wsconsin, produces AM-.

4 Q |"msorry, what was the city?

5 A H || sboro, Wsconsin.

6 Q Ckay. On the powder side, Carlisle and Tul are, do
7 t hey produce powders as wel | ?

8 A Yes, sir.

9 Q Do they produce nonfat dry m |l k?

10 A Yes.

11 Q Skimm | k powder?

12 A Yes.

13 Q Whol e m | k powder?

14 A Yes.

15 Q Butterm | k powder?

16 A Yes.

17 Q Any ot her powders that are of any significance

18 there?

19 A No.

20 Q Do -- do your drying plants dry any whey?

21 A Ki el .

22 Q O that -- that whey, is it -- is it dry whey? Do
23 t hey produce --

24 A Yes.

25 Q -- dry whey?

26 A Yes.

27 Q Do they produce any WPCs?

28 A Ki el does not.
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Q Does Hi | | sboro produce any WPCs?

A. No. It doesn't have a dryer.

Q Ckay. Does Land O Lakes produce WPC at any ot her
facility?

A. Mel r ose produces |iquid WPCs.

Q Turning to Kiel, does it produce 40-pound bl ocks?

A Yes.

Q 640- pound bl ocks?

A Yes.

Q 500- pound barrel s?

A No.

Q Any ot her cheeses in significant vol unmes?

A No.

Q Do Carlisle or Tulare report sales to the NDPSR?

A Yes.

Q Do they report weekly?

A Yes.

Q And so am | right that they would only be
reporting the bulk salted butter they produce?

A Powder s.

Q Powder s.

Do they -- do they report butter?
A Wien we have sales that fit the criteria for

NDPSR, absol utely.

Q

s that a weekly report? Excuse ne, that was a

bad question. The report, of course, is weekly.

A

2023

Does Land O Lakes report butter on a weekly basis?

Conmes and goes.
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Q Do you report nonfat dry mlk on a weekly basis?
A Yes.

Q Do you report dry whey on a weekly basis?

A Yes.

Q O the powders that are produced at Tul are and
Carlisle, are you wlling to offer a rough percentage as

to how nmuch of that is nonfat dry mlk?

A. | don't have that data off the top of ny head. |
could give a -- | don't have that data off the top of ny
head. It would be guesswork, and I'mnot willing -- |I'm

not super interested in doing that on the stand.

Q Are you at least inclined to guess as to whether
it is nore or less than half?

A. | don't want to issue that guess.

Q Ckay. Do the plants at Carlisle and Tul are
regularly run at capacity?

A. Define "regularly.”

Q Wul d you consider them a demand plant or a

bal anci ng pl ant ?

A Define "balancing plant.” |I'mnot trying to be a
jerk. I'msorry. They -- a portion of the plant is
clearly demand driven. | -- you know, I'Il put it in this

context. Qur Tulare and Carlisle plants have the sane
dual mandate that the co-op has as a whole, to run a
manuf act uri ng operation as well as serve our producers.
There are tinmes when that neans we have to respond to
demand, nore so on the butter side maybe than on the

powder si de.
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But we absol utely have powder custoners with, you
know, exacting specifications and expectations for what
we're going to supply, and we have |ong-termrel ati onshi ps
that, you know, we don't necessarily want to damage. So
there are tines when we do bot h.

That's why it was a hard an- -- that's why it was

a hard question for nme to answer.

Q Sur e.
A. | wasn't trying to be difficult.
Q O Land O Lakes' total nmanufacturing costs at

Carlisle and Tul are, how nuch of that is attributable to
unused capacity that's then all ocated across the capacity

that's actually utilized?

A | don't have any calculation to delineate that out
w th ne.

Q |'"d like to ask a question about a statenent on
page 5 of --

A. Ckay.

Q -- your current testinony. The paragraph --

second full paragraph begi nning "cooperatives nmaking
comodity style products"?

A Yep.

Q Your statenent that they cannot recover a | arger
margin on their comodity products, that's only true if
you're | ooking at the commodity products that are actually
surveyed by NDPSR, correct?

A. That is true of the compdity products surveyed by
NDPSR.
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Q Wul dn't be necessarily true for whole mlk
powder, or skimm |k powder, or the salted and unsalted
gquarters that nmake up the bul k of what Land O Lakes
produces, right?

A What | believe you are saying is that the pricing
of those products is not cycled back into NDPSR  Am |
interpreting the question correct?

Q Yes.

A. Then, yes.

Q And when Land O Lakes neasures the profitability
of its operations, does it do so on a whole unit, like an
entire plant basis, or do you -- do you neasure each --
each output separately?

A Bot h.

Q Has Land O Lakes had to reblend to its producers
in the past year?

A. | don't have the data to answer that question.

And even if | did, | don't think | would provide it due to
proprietary reasons for paynents to our -- you know, the
paynment price to our producers.

Q kay. You -- | think M. Rosenbaum used the term
"“rebl endi ng," but you agreed that was a concept referenced
in your statenent, right?

A That's how I understand the termto be used,
payi ng bel ow announced cl ass pri ces.

Q Ckay. Then just to nake sure |I'mclear then
You -- for proprietary reasons you won't answer if

Land O Lakes has, in fact, paid below class prices?
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A. |"'mnot willing to provide indications on our pay
price to our producers for proprietary reasons, broadly.

Q Ckay. Thanks.

MR MLTNER That's all | have.

THE COURT: Ckay. We have been going for about an
hour and a half. Let's take a ten-mnute break. Be back
at 20 of. 9:40.

(Wher eupon, a break was taken.)

THE COURT: Ckay. Let's go on the record.

We have further cross-exam nation for this
W t ness?

M. Engli sh.

CROSS- EXAM NATI ON
BY MR ENG.I SH:

Q Good norning, sir. This is Chip English for the
M1k Innovation G oup, and | appreciate your appearance
for Land O Lakes.

A. Thank you, sir.

Q So | only found a coupl e questions, | hope.

And the first is, M. MIltner asked you sone
questions about the National M|k survey, correct?

A Correct.

Q On page 3, you reference Stephen Cain as of the
NMPF economi st .

A. Yes, Sir.

Q And did an anal ysis of cost indices.

The way | read that sentence is that suggests that

is different fromthe survey that you discussed with
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M. MIltner?

A Correct.

Q Ckay. And do you know the results of that
anal ysis of cost indices?

A | know the results. | don't have themwth ne as
data. But directionally, they were -- you know,

directionally relatively simlar to the results of

Dr. Schiek's work, although not as -- what term do you
want to use -- not as -- not as high.
Q Do you know whet her his indices were adjusting

from 2006 | evels or were they using the CDFA data that
Dr. Schi ek used?
A. | believe he did both, if | renenber correctly.
Q Further down, just on that page, you say,
"However, the ideal data that woul d be provided by a
mandat ory and audited survey does not exist today."

And we all agree that nandatory data doesn't
exi st.

Wthout that data, National MIlk is, nonetheless,
proposing that there be an increase in Make All owances,
correct?

A Correct.

Q So another -- another itemthat -- that Nationa
M Ik and | DFA agree on is that even in the absence
currently of mandatory audited survey data --

For those online, we had a bit of a power blip,
and | don't believe | caused it.

But -- so another itemthat National M|k and | DFA
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agree on is that not notw thstanding the fact we do not
presently have mandat ory audited surveys, there should be
adj ustnents, correct?

A Correct.

Q So | want to turn just for a nonent, | hope, to
your testinony on page 7 about the inpacts on producers.
And this is the last full paragraph at the bottom of that
page.

So first, you have a sentence that says, "Assum ng
i npl enent ati on of proposed increase Make Al |l owances, dairy
mar ket supply and demand factors for mlk and dairy
products would likely mtigate sone of the initial price
i mpact on m |k producers.”

But then you say, further down, "Mke All owance
i ncreases | arger than those proposed by National MIk w ||
have a | arger negative inpact on mlk producers' margins
and increase the likelihood of jeopardizing the mlk
supply going forward."

Correct?

A Correct.

Q But you agree that over tine markets w || adjust
to supply and demand signhals, correct?

A Correct.

Q And your testinony, thus, recognizes that with

t hose adjustnents over tine, declines in producer

profitability will be adjusted, correct? It will account
for that?
A. To sone extent. | think that there is -- | think
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that there will be testinony later to -- that -- where
anal ysis has actually been done to hel p define that.

Q Ckay. But if the |DFA proposal were to be adopted
and the Make Al |l owances inplenented -- staged over tine,

i ndustry woul d have advanced know edge of what those
prices are going to be, correct?

A Yeah.

Q And with that advanced know edge, wouldn't you
expect the market to adjust supply and demand i n stages
based upon the know edge i n advance of what those
Make Al l owances will be down the road?

A. That makes sense, however, the statenents that you
read there, we're thinking nore sinply, along the |ines of
if you change Make Al l owances by X, it is going to reduce
producer prices by Y, and that's a certain anount of
change that the narket has to react to. |If you change
Make Al l owances by X-plus, that reduces producer pay
prices by Y-plus, and that's a larger thing for the market
to have to react to.

Q But what I'msaying is if it is done over tine,
it's Xnow, it's Y a year later, it's Z a year later, it's
not additive imedi ately, correct?

A Under st ood.

Q And you agree?

A Yes.

MR. ENGLI SH: | have no further questions.
THE COURT: Further cross for this w tness, other
t han AMS?
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Seei ng none, ANS.
CROSS- EXAM NATI ON
BY M5. TAYLOR:

Q Vel |, good norni ng.

A Good nor ni ng.

Q Let ne see. | have like three different question
sources, SO --

| wondered if you just elaborate a little bit on,
froma Land O Lakes perspective, exactly how you have
dealt with inadequate, as you put them Make All owance
| evel s. Like, how -- what has your co-op had to do?

| know you talk a little bit about, you know, your
nmenbers have to -- | nean, the noney has to cone from
sonmewhere, so basically it cones out of your nenber
checks. But just wondering if you could el aborate on that
alittle bit?

Al so, questions as -- | don't know if Land O Lakes
has this, but in the industry, some -- there's sone
cooperative supply managenent prograns that are co-op
based, if you all have those, etcetera.

A Yeah. So, you know, as you nentioned, the need to
adj ust producer pay prices, that's becone a | ot nore
frequent. |If you think about the |ast couple of years,
the inflationary pressures on costs have been substanti al,
canme on qui ck. And, you know, those weren't things that |
think, at least in the |ast decade or two, we had
experienced. And that required nore frequent adjustnents.

You know, any adjustnent |ower to producer pay

TALTY COURT REPORTERS, INC. 2578
taltys.com - 408.244.1900


http://www.taltys.com

© 00 N o o A~ W DN P

N NN N NN NNDNDNRR R R R PR R B R
© N o O W NP O © 0N O 00 BN~ WDN R O

TRANSCRI PT OF PROCEEDI NGS Sept enber 07, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

prices is painful. Doing it nore frequently is nore

pai nful. And that's kind of been the experience, | would
say. It's been -- you know, the last -- call it the |ast
two years. You know, | think it's been a good process to
go through for us because -- in sone ways because | think
t he conmmuni cation required to hel p our producers
understand the conditions we're facing as we try to run
our plants but al so maxim ze our pay price to -- and
represent our producers the best we can, that

conmuni cati on process has been really helpful. But it's
been tough.

Q And on tal king about deducts to producer checks to
hel p cover that loss -- of course, | don't want any
proprietary -- |I'mnot asking for any proprietary
information. Can you talk a little bit about the |ength,
the duration, the degree to which you have had to do that

over tinme?

A. Well, it's ongoing. You know, costs are still
changing. W're still running plants. And, you know, we
still have financial obligations to neet as a busi ness as
well. And so as we try to balance those, | -- you know,

the duration that you nentioned, you know, is not
necessarily how we have | ooked at it. W -- you know, we
have -- we have producers to pay, and we have a busi ness
to run, and we have to continue going forward to nmake sure
that -- that we acconplish both of those things.

And so as we have conmuni cated with our producers,

you know, our obligation has -- has been to be as
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transparent as we can with them since they do own -- you
know, they are the owners of our plants and our co-op, be
as transparent as we can. But also try to create the
under st andi ng that conditions change and will continue to
change, and we can't see the future, right, to understand
exactly what our costs are going to do next and -- and
what ot her adjustnents to neet those obligations that we
have m ght be required.

As you m ght expect, that uncertainty in and of
itself is very difficult for producers, right, that are
trying to run their own business and yet can't necessarily
forecast what change m ght cone next in their pay price as
Land O Lakes tries to balance, you know, that -- that dual
mandat e that | keep tal ki ng about between runni ng our
pl ants, running a business, and, you know, representing
and doing the best for our farners.

Q And so would you -- can you talk a little bit
about how that mght -- |I nmean, we're tal ki ng about how it
i mpacts their mlk checks. But co-op nenbers typically
get a 13th check at the end of the year. So has this

i npacted that at all as well?

A Absolutely. | don't want to give details on that.
Q Sur e.
A. But the answer to your question is an

unequi vocabl e yes.
Q You tal k about how Land O Lakes and its pl ants,
primarily | think Tulare and Carlisle, balance your nenber

m K.
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Do you also act as |like the market bal ancer for
any nonmenber m |k or other co-op mlk and provide that
service, or do you just have -- or are you just bal ancing
your own nenber m | k?

A. At tinmes, we do. Day by day, week by week, the
fact is not every plant's going to run perfectly. That's
true of our plant. It is true of our custoners' plants
for the mlk that we sell. It is true of other co-op
plants. And so we do provide that, sone of that service
to our mlk custoners, as well as to other cooperatives
over tinme, while balancing or producer mlk as well, which
changes every day and every week, too.

Q Sure. Ckay.

And your statenent, of course, talks a |ot about
t he bal ance approach that you and other National Mk
nmenbers are trying to take when it cones to increasing

Make Al | owances.

But I -- 1 kind of -- | nmean, if you are not
proposing to increase nmakes to their full -- whatever the
full level is -- and that nunber's up for discussion
here -- but if we only increase the Make Al |l owances, you

know, halfway, let's say, or whatever that nunber is, |

nmean, what's the consequence of that? How wl

Land O Lakes deal with the fact that still the
Make Al l owances will not be reflective of your actua
costs?

A. | would say it will be nore of the same way in

whi ch we have dealt with it thus far. But, you know, |'1l]I
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refer back to that conversation, the specific conversation
with a specific California producer that | had at a -- |
believe it was last fall's -- fall's neeting, you know, in
front of a good collection of our California producers.

|, you know, was specifically told, don't go too far with
this. Understand that we need to do it, but don't go too
far with it.

Q Uh- huh.

A. So |l think that's what we're trying to do, trying
to bal ance out inpacts on producers as well as, you know,
sone of the effects of having Make Al |l owances, you know,
be i nadequate over tine and that that's had on our
manuf act uri ng pl ants.

Q So woul d you see any increase in makes -- woul d
| -- | would assune would help positively be reflected on
t he bal ance sheet of the plant since it would be covering
nore of your manufacturing costs.

So would you see -- | would -- | would like you to
talk -- then the second side of that is the inpact to the
producer mlk check. WII that also be reflected on that
side as well?

A. Yeah. | nean, relative to --

Were they are now?

-- where they are now, yes.

So | ess of a deduct?

Because of the change in the announced pri cing.
Right. Correct.

> O >» O > O

Yes. | want to nake sure | was understandi ng the
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guestion you were asking and getting at. Yes. Yes.
Q What |'mtrying to get at is it's kind of like a

rebal anci ng --

A Yes.

Q -- on both sides of the equation?
A Correct.

Q Yeah. Ckay.

You tal ked about what happens when Make Al |l owances
are underval ued and the disorderly marketing conditions,
and one of those points is the lack of investnent in
manuf acturing plants. But then you did talk previously
about how you have invested in your Kiel plant since the

Make Al | owance.

So | just wondering if -- | wanted to explore that
alittle bit, since you have invested in a plant, |ike how
was that decision made? 1Is it -- what did that
generally -- you know, what kind of investnent did you

make in that plant?

A. Yeah. So when you are running a co-op -- | keep
going back to the tinme dual mandate. |I'msorry if | sound
i ke a broken record, but it's the life we live, right?

So we need to be able to keep processing producer mlKk.
You know, that Kiel plant processes, you know, a little
over -- today, processes a little over 3 mllion pounds of
mlk a day, and it needs to keep doing that, you know, as
a way to serve our nenbers, provide a market for their
mlk, and add value to their mlk in the products that we

make.
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That plant had gotten to the point where it needed
i nvestnent. You know, the vats needed to be changed.
They needed to be replaced. The vats that we had had, had
been in place for decades, and so we had to nake that
investnent. And | think the way we woul d -- you know, the
way we viewed it was a little bit of a yes or yes, sort
of, alternative -- set of alternatives, right? So
that's -- | think that's -- maybe that gives you a little
bit of insight into how we went about that.

But -- but given Make All owances, yeah, it was
a -- it was a tough decision to figure out the right way
to do it.

Q And there's been discussion in the record earlier
in this hearing about how there are new plants com ng
online, specifically, it seenms |like to do 40-pound bl ocks.
And |'mjust curious your thoughts on that. You know, we
hear on one side --

A Uh- huh.

Q -- the inadequate nmakes neans you can't invest.

On the flip side there's new plants being built, so
sonmebody' s i nvesti ng.

| mean, how are we supposed to square those two
what seem | i ke contradictory things?

A. Yeah. And | think our exanple of Kiel is a good
one to use, in that, you know, | think it provides
rationale that isn't necessarily just profitability of the
pl ant that drives decisions. | think that there are --

you know, | can't necessarily clinb into the heads of the
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peopl e that are maki ng those investnents and tell you
exactly what's in there. However, | think there are
justifications for processing nore mlk that can be a
significant contributing factor to sone of those
deci si ons, you know, as opposed to solely plant
profitability.

Q So put anot her way, maybe, the decision to not

invest for a co-op, let's say, mght be worse than

2023

investing, in that at |east you have sonewhere to put your

m | k?

A. Correct.

Q On the bottom of page 4 you tal k about how you try

to maxi m ze your plant throughput, and that includes

produci ng commodi ty-styl e product, even though they have a

smal | er margin.

So we have a question as -- are you -- is it true
t hen that maybe your product m x kind of drives that
effort? You kind of decide how you are going to -- |I'm
trying to word the question in ny head -- you have many
options in a plant for what you are going to nake, and so
t hat decision on product m x kind of drives how nuch m Kk
you put through that plant and where you can nake noney?

A. So |l think this is actually a very simlar

guestion to what M. MItner asked around, you know, are
we demand driven or supply driven.

And the answer is yes. It's both. R ght? There
are tinmes when we're absolutely denmand driven and we have

to live up to what our custoners expect of the products
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com ng out the back end of our mlIk receiving plants. And
our producers also expect us to provide, you know, a hone
for their mlk and value-added to it as we transformit
frommlk into products as well.

So we wal k that bal ance each and every day. |[|'l
gi ve you an exanple. Yesterday at 4 o'clock | was here
i nstead of being at a neeting where we decide for the next
nonth or so what do we want to nmake at Tulare. And into
t hose conversations, those conversations include our

pl anni ng group, our operations group, our finance fol ks,

mlk -- you know, | represent the mlk side of things --
and -- and then sales, as well, a key part of it.
On a nonthly basis, we -- and even, you know, at

tinmes, even on a daily and weekly basis, we run that

bal ance, figure out -- understand what our -- from sales
what our custoners expect us for, you know, butter and
m | k powder, understand what m |k we have coning at us,
and figure out how those two things fit together. It's
done very, very regularly.

Q Ckay. And on the topic of your bal ancing efforts,
can you speak to the plant's ability -- or how often then
it runs at full capacity? |'m guessing, because you're a
bal ancing plant, there are many tines when it's not.

A. So the term bal ancing plant, to ne, feels |ike
it's alight switch, either it is or it isn't. And I
woul d argue there are a |l ot of varying shades of gray to
be bal ancing or not balancing. | think that's kind of

what |'mtrying to get at from you know, answering
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M. MIltner's questions to also answering the, | think,
simlar questions you are asking now.
And, you know, every spring our plants are full.

And that part's easy, right? | think -- easy to predict
maybe is the best way to put it. Wuat's harder to predict
is, you know, in plants -- plants generally try to nmake
pl anned downtinme in -- you know, in the sumrer nonths,
into the early fall nonths when m |k seasonally is |ower.
If a partner plant is down, if our plant's not running
well, if mlk comes in stronger than expected, there are
reasons why we mght -- we could still be full in August
despite the fact that it's the seasonal lowin mlk
production. So | guess, you know, ny -- ny answer -- ny
di rect answer to your question is it depends.

Q Are you sure you're not an econom st?

A. ' m absol utely an econom st.

Q That's not your title, but I"'mglad to hear that.

Coul d you expand a little bit on the inpact to

your cooperative producer nenbers when you tal k about the
unfair burden that they have in trying to keep the plants
runni ng and bal ance the market, that you tal k about other
nonnmenbers do not have?

A. Yeah. So ny view of that is, you know, partially

as | state, you know, the ownership of the assets and the

resulting returns, | would say that's the -- that's the
clearest justification | would -- or rationale I would
provi de versus, you know, producers that -- that don't

have that ownership in assets that are struggling to
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maintain profitability.

Q Do you think that that has had an inpact on

your -- sone of your producers' ability to even stay in
busi ness?
A Yes. Insonmuch as we've had to nmake those

continual adjustnents, the inpact that that has on mlk
price and the fact that, you know, we have seen producers
exit the industry -- exit the -- exit the -- we have seen
producers nenbers exit the industry.

Q On page 6 you have a chart there with Dairy Market
News spot mlk premuns and di scounts. And in the
sentence above that chart you talk about how this chart
shows the effect of these discounts and the |ack of
i nvestnment on -- plant investnent to process and bal ance
m |k supplies. And then you say, "As Make All owances have
fallen further behind actual commodities nmake costs, spot
m | k prem uns have trended | ower."

| was just wondering if you could expand on that
and tal k about how we should see that in this chart.

A Yeah. So, you know, if you look -- it's faint,
but there's a dotted trend line there. Right? That
points downward. And it is neant to get at the idea, you
nmenti oned the division of value between plants and
producers. You know, | say elsewhere in ny testinony that
the effect of Make All owances that are too lowis
essentially to overvalue the mlk. | view these spot
premuns as reflective of the narket's attenpt to do sone

of that balancing to offset what is currently mlk that's
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overval ued as a result of Make All owances that are too
| ow.

Q So the market doesn't have the ability to offer
prem uns because that noney has to go towards the

manuf act uri ng cost side of things.

2023

A. Less and | ess over tine, and it's resulted in |ess

i nvestnent in manufacturing assets.

Q Ckay. | want to talk a little bit about your
point 3 on page 7, about increasing Make All owances too
hi gh and too fast is basically what you are getting at.

A Uh- huh.

Q And you tal k about how that would be very
di sruptive to dairy producers. | wonder if you could
el aborate on that.

A Yeah. | nean, you know, as we saw -- | provide a

little bit of color commentary in here around producer

profitability. | think you will see a |ot nore here from

other -- other witnesses over the span of the next couple
of days. But, you know, if you are already seeing sone
producers that are struggling to nake it and you | ower
mlk price, right, the natural consequence is, you know,
you will -- you will see further strain in terns of
producer profitability.

Q And if | can take that one step further. Are you
saying you will see an increase in producers going out of
busi ness?

A | think if you lower the mlIk price, that's a

nat ur al consequence.
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Q Bel ow you tal k about how after "inplenentation of
t he proposed Make All owance increase, the dairy market and
supply denmand factors for mlk and dairy products woul d
likely mtigate sone of the initial price inpact on mlKk
producers. "

Can you talk a little bit about that, how when

t hat happened, how woul d we see that?

A. Yeah. | nean, |I'll just go back two questions to

when we covered a little bit of the spot ml|k prem uns.

You know, | think the market finds its owmn way -- find its
way to at |east attenpt to -- to bal ance supply and
demand. And so a change here, you know, won't -- a change

in Make All owance won't necessarily change that effort on
the part of markets. | think there wll be nore -- you
know, as | nentioned before, | think there will be another

W tness here soon that's done a | ot of analysis around the

potential market adjustnments over tinme that will provide
better detail on that than | will, nunerically.

M5. TAYLOR: | think that's it from AMS. Thank
you.

THE COURT: Anyone el se?

M. Cryan.
CROSS- EXAM NATI ON
BY DR CRYAN:
Q Roger Cryan for American Farm Bureau Federation
| apologize, | was really going to let this go,

but Ms. Tayl or asked sone questions, and especially about

cheese plant construction.
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You have tal ked about sone of the other reasons
co-ops had for continuing to build cheese plants under the
current Make Al |l owance regi ne.

But it's not only co-ops building cheese plants at
this time, is it?

A And not only co-ops put producer mlk into plants.

Q Beg your pardon?

A. Not only co-ops put producer mlk into plants. So
just --
Q Co-ops aren't the only ones that are buil ding

cheese plants, right?

A. Correct. But -- but the plants that are being
built al so take producer mlKk.

Q O course.

A. So the sane driver of -- you know, that co-ops
m ght face to build a plant, process m |k, process nore
m | k, could be experienced by non-co-ops as well, because
there are al so producers that put mlk into those plants.

Q But a non-co-op plant doesn't have any obligation
to the producer as the co-op does?

A Not the sane structure.

Q Right. And | nmean -- so there's sone return to
t he non-co-op manufacturers that are continuing to build
pl ants; woul d you agree?

A. But that -- yes, but that return nmay be at the
plant level. It could be at the producer |evel.

Q Ckay. And -- and | think you have said that there

continues to be -- | think it's been repeated -- there
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continues to be uncertainty about industry costs in the
absence of a mandatory audited survey?
A Correct.
Q Ckay.
DR. CRYAN. Thank you. Thanks very nuch.
THE COURT: Any other cross or re-cross?
Seei ng none, redirect.
M5. HANCOCK: Thank you, your Honor.
REDI RECT EXAM NATI ON
BY M5. HANCOCK:
Q Thank you for your tine so far today,
M. Edm ston. | just have two brief itens to follow up
on.
You have received sone questions about the
i ncreasi ng costs that have been estinmated by you and |
guess amal gamated for your plant -- all of your plants,
for at |east your butter and nonfat dairy mlK.
Do you renenber that?
A Yes.
Q Is it fair to say that you have sone plants that
are newer than others?
A Yes. And | would say sonme portions of sonme plants

building in efficiencies in the cost of produci ng whatever

final product it is?
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A. Absol utel y.

Q And so the goal is the nore efficient you can nmake
your processing, the nore profitable you can actually be
as a busi ness?

A Absol ut el y.

Q And is it fair to say that as tine has gone on
you have been able to inprove sone of those processing
efficiencies such that you can nmake a product for |ess
than -- than what the otherwise growth trajectory has been
for input costs?

A. Can you restate that, please?

Q Yeah. Have you been able to build in efficiencies
as you have been able to either update plants or build
your new pl ants?

A. Yes. We try -- you know, any investnent we -- any
i nvestmrent we nmake in our plants, we're trying to do that
for sure.

Q And if you can beat the Make Al |l owance in your
actual cost, it just assists you as a processor because it
adds to your margins; is that right?

A Absol ut el y.

Q When you have a Make All owance that's been
established, it becones kind of a watermark line for you
as a processor to try and beat that market?

A. Absol ut el y.

Q And you had al so had a coupl e of questions about
as a cooperative you have an ability to rebl end, whether

you do or not; is that fair?
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A Correct.

Q "' mjust wondering if you could tal k about, as a
cooperative, you have a dedi cated nenbership that you are
supporting of dairy producers; is that right?

A. Yes. And -- go ahead.

Q Wth that, does that come with sone responsibility
that you are obligated to take the m Ik that your dairy
producers produce for you?

A. Yes. Qur commtnent to our producers is to -- is
to take their mlk. And so while they are -- you know,
whil e we have an ability under the letter of the lawto
reblend, we're also held to task by our producers to pay
as -- both pay as nmuch as we can, but also -- and be as
efficient as we can, as you have said. But also, you
know, to take all their ml|k every day, every week, and
provi de that bal ancing, both to the -- both to whatever
mlk may cone off the farm but also to making sure we
find a honme for all that mlKk.

Q Ckay. And do you al so have responsibilities to
bal ance the market as well?

A Yeah. | nean, you know, as | nentioned a little
bit, you know, we have got m |k custoners whose plants may
not run perfectly. W have got our plants that may not
run perfectly. And we have got, you know, other co-op
partners whose plants may not run perfectly. And so that
bal anci ng responsibility is absolutely sonething that
we -- a responsibility that we as a co-op have.

Q So while you m ght have sone opportunities to
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rebl end

I f necessary, you also as a cooperative have sone

responsibilities that proprietary plants don't have; is
that right?

A.
yes.

Q
have to
A.

Q
A
Q

nmove to

Exhi bi t

you nay

There's a responsibility that goes along with it,

Because a proprietary plant, for exanple, doesn't
take all the mlk of the producers that --

May or nmay not.

-- they are delivering?

May or may not.

All right. That's all | have.

M5. HANCOCK: Thank you, your Honor. W woul d
adm t Exhibit 144.

THE COURT: Any objection?

Exhibit 144 is admtted into the hearing record.
(Thereafter, Exhibit Nunmber 144 was received

i nto evidence.)

M5. HANCOCK: Thank you.

THE COURT: M. Rosenbaun?

MR, ROSENBAUM  Your Honor, we would nove Hearing
Nunber 145 into the record.

THE COURT: Any objections?

Exhibit 145 is admtted into the record.
(Thereafter, Exhibit Nunber 145 was received

i nto evidence.)

THE COURT: Thank you, M. Edm ston. You are --
step down fromthe stand.

Who i s next, M. Rosenbaunf
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MR. ROSENBAUM  Your Honor, the next witness wll
be M. Steve Schl angen.

THE COURT: Thank you.

MR. ROSENBAUM  And, your Honor, he has two
statenments addressing two different proposals, and so |
wll -- will provide the copies of both.

THE COURT: Thank you.

Rai se your right hand.

STEVE SCHLANGEN
Being first duly sworn, was exam ned and
testified as foll ows:
DI RECT EXAM NATI ON
BY MR ROSENBAUM
Q Good norning, M. Schlangen. W've put before you
two docunents. One of themis titled | DFA Exhibit 25.

And is that your testinony with respect to the

Make Al |l owance proposal s?

A. Yes, sir.

Q Ckay. And we have al so put before you | DFA
Exhi bit 36.

And is that your testinony relating to the
proposal whether to exclude barrel cheese fromthe survey?

A Yes, sir.
Q Ckay.

MR. ROSENBAUM  Your Honor, | would ask that these
exhibits be marked with the next two Hearing Exhibit
Nunbers.

THE COURT: Yes. Exhibit IDFA 25, top right-hand
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corner, wll be marked 146.

(Thereafter, Exhibit Nunmber 146 was narked

for identification.)

THE COURT: | DFA Exhibit 36, top right-hand
corner, would be marked 147 for identification.

(Thereafter, Exhibit Nunmber 147 was marked

for identification.)

MR, ROSENBAUM  Thank you.

BY MR ROSENBAUM

Q M. Schl angen, could | ask you to go ahead and
read what's been marked as Hearing Exhibit 146 into the
record?

A Yes, sir.

Well, good norning. |'m Steve Schlangen. [I'ma
dairy farmer from Al bany, M nnesota, and |I'm chairmn of
t he Board of Associated M Ik Producers, |ncorporated.

My conments are on behalf of 800 fellow dairy
farmer-owners and focus on our cooperative priority of
updati ng Make Al l owances to reflect the cost of processing
mlk into dairy products.

For context, a bit about nmy farm and the
cooperative in which |I'man owner.

My wife Cheryl and | mlk 60 cows with a robotic
m | ker and farm 200 acres of |land. W began our dairy
farm ng career in 1986, buying a small herd of cows and
renting a barn on the farmwe now own. AMPI was there to
hel p us when we got first started, and we've been nenbers

ever Since.
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The co-op is headquartered in New Um M nnesot a,
and is owned by dairy farmfamlies from W sconsin,

M nnesota, |owa, Nebraska, South Dakota, and North Dakot a.
We are the largest farner-owned cheese cooperative in the
United States.

Qur cheese, butter, and powdered dairy products
are produced at eight manufacturing plants |ocated
t hr oughout the region, and then nmarketed to foodservi ce,
retail, and food ingredi ent custoners.

AMPI supports proposals to update manufacturing
al l onances to 2022 levels. Over the past two years, the
dairy farnmer-owners and enpl oyees of AMPI participated in
comm ttees exam ning needed Federal M Ik Marketing O der
updates through the International Dairy Foods Associ ati on,
the National M|k Producers Federation, and the Wsconsin
Cheese Makers Associ ati on.

W are amid a once-in-a-generation opportunity to
reset the Federal MIk Marketing Order system The
openi ng page of the USDA AMS Federal M Ik Marketing O der
website states the intended purpose of Federal MIk
Mar keting Orders.

And | quote, "Federal Orders serve to nmaintain
stable marketing relationships for all handlers and
producers supplying marketing areas. Thus, facilitating
t he conpl ex process of marketing fresh mlk."

The first step of fulfilling this mssion is
determning the mninmnumm Ik price for the four classes of

mlk utilization. In other words, Federal Orders

TALTY COURT REPORTERS, INC. 2598
taltys.com - 408.244.1900


http://www.taltys.com

© 00 N o o A~ W DN P

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

TRANSCRI PT OF PROCEEDI NGS Sept enber 07, 2023

NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

determ ne the m nimumvalues for all mlk -- all mlk
pool ed under Federal Orders.

To accurately determ ne these m|k val ues, the
system nust reflect current manufacturing costs for mlKk
and require regular updates to reflect both changes in
costs and efficiencies.

Today, the mlk price regul ations are outdated and
increasingly irrelevant. Void of any updates since 2008,
the current manufacturing mlk calculations do not reflect
today's costs. Sinply put, it has becone a system built
on bad math. This is detrinental to dairy manufacturers
and farnmers alike, disregarding the basic purpose of the
system providing the stable marketing relationships as
descri bed on FMMO websi te.

Make Al l owances are an estimate of dairy
processors' costs of converting mlk into dairy products.
Many of those production costs, including |abor and
ener gy, have skyrocketed since Make Al |l owances were | ast
updated in 2008. Capital and operating costs have
i ncreased significantly in 15 years.

As a dairy farnmer and owner of eight manufacturing
facilities through AMPI, | have w tnessed the
repercussi ons of outdated Make Al |l owances. Wen
underesti mati ng processing costs used to determ ne Federal
Order MIk conponent val ues, inaccurate price signals are
sent to the marketplace and nmay lead to the m sall ocation
of capital and resources.

Make Al l owances are inportant as they drive al
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mnimumm Il k prices. The inpact of these overval ued
mninmumprices is drastic. MIk market prem uns have been
replaced with significant price reblends bel ow regul at ed
m ni mum prices across nuch of the country.

Most U.S. cooperatives have instilled production
limts, as inadequate manufacturing capacity is not
neeting many dairy farnmers' desire to grow their business
and be cost conpetitive.

To quote Tanner Ehnke, former |ead dairy econom st
for CoBank, "lnadequate Make All owances may lead to
underinvestnent in dairy processing facilities or result
in over-investnent in |owcost plants. Utinmately, that
could result in limted nmarket access for U S. dairy
products and all ow i nternational export conpetitors to
nmeet the rising global demand for high-value dairy
products. "

To facilitate a tinely update, the 2023 Cost of
Dairy Processing survey tool was | aunched by Dr. Mark
St ephenson. He has worked on production costs for
manuf acturing plants fromcheese to fluid mlk for
decades. Hi s work includes previous cost surveys for USDA
in 2006 and in 2021. The 2021 survey, published | ast
year, included nostly 2018 costs.

Recogni zing the large shifts in capital and
operating costs for their nmenbers over the past few years,
| DFA and WCVA funded the update to Dr. Stephenson's nost
recent survey of 2022 cost data conpleted this spring.

AMPl participated in that survey, submtting costs for
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mul ti ple products fromour four cheese manufacturing
facilities and one nonfat dry m |k plant.

Dr. Stephenson used a conputer survey process to
collect the information, very simlar to his earlier
approaches. He also changed cost allocations back to a
per solids basis as a standard practice for nost of the
i ndustry, and the nethod used in his 2008 survey, and the
wel | -regarded California Departnment of Agricultural audit
surveys.

Dr. Stephenson coll ected cost information from 18
cheddar manufacturing plants across the country. These
pl ants produce an average of 122 mllion pounds of cheddar
cheese annually, well above the average cheddar production
per plant in this country. Even wth significantly |arger
plants included in the survey, Dr. Stephenson's 2023 cost
survey results were significantly higher than current
cash -- current Make All owance |evels.

The 2023 survey found an average cheddar
manuf acturi ng cost of $0.2643 per pound, nore than $0. 06
hi gher than the current Make Al |l owance. Average whey
manuf acturi ng costs averaged $0. 3361 per pound, $0.137
hi gher than the current nake of $0.1991 cents.

| DFA and WCMA al so conmmi ssioned a study to project
2022 costs based on the audited California cost surveys
from 2002 through 2016. Dr. Bill Schiek found the
proj ected 2022 costs for cheddar cheese were $0. 3006 per
pound and for dry whey was $0. 2953 per pound.

As the | argest cooperativel y-owned cheese conpany
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inthe US., our costs of processing per manufactured
pound clearly illustrates the outdated Make All owance.

"1l share these today through percent of change to
protect proprietary information. The change is cal cul ated
fromthe cost of processing per manufactured pounds in
fiscal year 2022, Decenber through Novenber, conpared to
fiscal year 2008. The years are significant as it
reflects the sanme period since Make Al |l owances were | ast
updat ed.

The high | evel percent change for AWPlI bul k cheese
products is 47% higher in 2022 than it was in 2008.

Ceneral plant expenses are up 62%

Since the | ast Make Al l owance update in 2008,
cheese maki ng equi pnent to facilitate fat recovery has
been installed in each of AMPI's maj or cheese plants.
Despite these capital investnents in increased yield and
pl ant efficiencies, AMPI's cost to convert mlk to cheese
still increased inmensely.

Though sone caution, a 15-year leap in
Make Al l owance values wll hurt U S dairy farners, AMI
contends it brings about nore orderly marketing
conditions -- nore orderly marketing conditions and better
reflects the relative value of all products. It also puts
regulated mlk costs in greater alignnment with the prices
paid by the many unregul ated conpetitors we conpete
agai nst for product sales every day.

Experience in our plants nore than justifies the

proposed increases imedi ately. Some are proposing any
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changes in Make All owance or other pricing be further
del ayed, giving futures markets tine to adjust to the
Make Al l owance changes. |In our view, any delay wl|
magni fy an al ready disorderly marketpl ace.
Movi ng forward, AMPlI supports nost industry
organi zations in updating Make Al |l owances through nmandat ed
audi ted surveys. These updates nust happen to avoid the
current msalignnment of actual costs with Make All owances.
Thank you for the opportunity to underscore the
need to update Make Al owances and restore credible
Federal M Ik Marketing Order system The dairy
farmer-owners of AMPI believe the system should be built
on real nunbers. W |look forward to the day that
Cass Il nunbers truly reflect the value of mlk for
cheddar manufacturi ng.

Q Thank you very much, M. Schl angen

Can you please turn now to your other statenent,
which is Hearing Exhibit 147. | believe you can skip the
first five paragraphs on the first page because those are
duplicative of the paragraphs you have already read, and
then if you could start with the paragraph that begins
with "AWI opposes Proposal 3."

A. In addition, | want to draw your attention to
AMPI ' s opposition to Proposal 3, which would renove barrel
cheddar prices fromthe Federal Oder Cass Ill protein
formul a.

As both a block and barrel cheddar manufacturer,

AMPl recogni zes the unstable rel ationship between bl ock
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and barrels prices in Cass |IlIl has caused a variety of
problens for the industry. W believe, however, that
elimnating barrels will increase nore volatility for
barrel manufacturers and conprom se their conpetitive
position for mlKk.

Moving Class |11l to 100% bl ock wei ghti ng woul d
conplicate m Ik pricing for manufacturers nmaking barre
cheese. Barrels produced in the U S. are al nost al ways
pri ced based on a CVE spot barrel price, while Proposal 3
woul d essentially disconnect Class Il mlk pricing from
the CME barrel price. The resulting disconnect between
revenue and the Cass Il mlk price could increase margin
vol atility and the ability to conpete for mlKk.

AMPl conpetes for sales with barrel manufacturers
operating both inside and outside the Federal Orders.

Unr egul at ed manufacturers nust still conpete with other
manuf acturers for mlk in the |ocal nmarkets, but their
profitability will not be directly inpacted by regul ated
m ni mum prices, just market conpetition for mlKk.

Supporters of renoving barrels fromthe NDPSR
cheese price, including sone Mdwest barrel manufacturers,
believe the market price for barrels could nove in -- nove
to a block basis. Renpbving barrels fromthe NDPSR cheese
price by no nmeans guarantees the CVE will renove the
barrel cheddar spot market fromits daily market
of feri ngs.

The CME nmakes changes to its market offerings

based on market denmand, and there's no reason to expect
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barrel manufacturers and buyers wll agree to shift their
pricing to the block nmarket. Barrel buyers will want to
be assured their costs are aligned with the commodity

mar ket for barrel cheese. Using the barrel cash market as
a pricing reference point provides that assurance.

AMPl Dbelieves the primary reason to continue
i ncl udi ng bl ocks and barrels in the NDPSR cheese price is
t hat both have conprised a total supply and demand picture
for cheddar cheese. They are traded commodities at CMVE
cash markets and, thus, have an openly-traded market to
determ ne val ue. Conbined, they provide a picture of the
commodity cheddar market. AMPI is a major manufacturer of
bot h bl ock and barrel cheddar and believes a conbi nation
of the two provides the best indicator of overall market
condi ti ons.

AMPI recogni zes there has been growmh in barrel
capacity in the Mdwest over the past few years. Sone
barrel processors added the capacity to make bl ock cheddar
to best neet market denmand for the variety of products
they make. This capacity has been needed in a year |ike
2023, where mlk supplies in sonme markets, particularly in
t he Upper M dwest, exceeded processing capacity. It is
hard to view capacity of any type of cheese as "surpl us”
when it was needed to clear markets of excess mlKk.

Q So in summary, is it -- based upon the titles of
your two testinonies, which | did not ask you to read, but
based upon those sunmaries, AMPlI supports Proposals 8 and

9 and opposes Proposal 3; is that accurate?
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A. Yes, sir.
Q Ckay.

MR. ROSENBAUM The witness is avail able for

Cr oss-examn nati on.

THE COURT: Who has cross for this wtness?

CROSS- EXAM NATI ON
BY DR CRYAN:

Q | ' m Roger Cryan for the Anmerican Farm Bureau

Feder ati on.
Good norning, M. Schlangen, how are you?
see you agai n.
A Pretty good.
Q Are you a Farm Bureau nenber?
A Yes, | am
Q

|"'m proud to hear that.

| would like to touch on a point of agreenent,

what | believe is a general point of agreenent, because |

think it's worth bringing it up repeatedly.

Utimately, we both agree that the -- in the |long
run, the best solutions are to have nandatory audited
surveys to -- to have the clearer neasurenent, clearer

data in order to -- of cost to yields in order to set

t hese Make Al l owances; is that right?

Nice to

A. | think that is a good thing they should shoot for

intime. | think we have pretty good information as to

right now to make sone adjustnents. And it's sonething we

shoul d have probably had ten years ago, was the survey

prices, to get good information to make those adj ustnents,
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and then we woul d have never got to this situation where
we're short of marketing -- we're short of capacity, and
we' re dunping mlK.

Q | think we all agree it would be nice if we had
done that ten years ago, if we had pushed for the

| egislation we're pushing for this year.

|"msorry, I'mgoing to ask you one nore question

because | guess | hadn't really appreciated the barrel

st at enent .

2023

But it's ny understandi ng, AMPI has taken -- taken

steps and gone to sone lengths to try to bal ance your
bl ock-barrel mx to match the mx in the price survey in
order to avoid being hurt as nuch as possible by the --
any inbalance in the survey; is that right?

A Vell, we try to do whatever we can to be able to

process our nenbers' mlk and find a market for the

products that we process theminto. And, yeah, we try to

do what we can in our plants to -- to make that happen.
Q Very under standable. | appreciate that.
DR. CRYAN. Thank you very nuch for your tine.
THE WTNESS: Thank you.
DR. CRYAN. Thank you.
THE COURT: Thanks.
M. Mltner.
CROSS- EXAM NATI ON
BY MR M LTNER
Q Good norning, M. Schlangen
A. Mor ni ng.

TALTY COURT REPORTERS, INC.
taltys.com - 408.244.1900

2607


http://www.taltys.com

© 00 N o o A~ W DN P

N NN N NN NNDNDNRR R R R PR R B R
© N o O W NP O © 0N O 00 BN~ WDN R O

TRANSCRI PT OF PROCEEDI NGS Sept enber 07, 2023

NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

Q My name's Ryan MItner. | represent Select MIKk
Pr oducers.
| would actually like to start with questions on
your second statenent, Exhibit 36, if | could.
You're testifying today on behalf of the

cooperative, correct?

A. Ri ght .

Q Ckay. You wite in your statenent that "we"
AMPl -- "is the largest farner-owned cheese cooperative in
the U . S."

Can you describe for nme what you nean by "cheese
cooperative"?
A. Well, we are a dairy farnmer-owned business that
produces cheese.
Q Are there other cooperatives, dairy cooperatives,

t hat you woul d consi der cheese cooperatives?

A. | would say there are.

Q Ckay.

A. In the Upper M dwest probably, nore so.

Q Who woul d you consider to be a cheese cooperative
i ke AMPI ?

A. | would consider First District Association,

Bongards Creaneries, Ellsworth. Mst of the folks in our
Upper M dwest .

Q s AMPI a nenber of | DFA?

A Yes, we are.

Q Are you al so a nenber of National M| k?

A

Yes, we are.
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Q Was AMPI a nenber of National MIk's task force on
Federal Order Refornf
A. Yeah, we had a nunber of people involved in the

task force. And I was on the economc policy commttee.

Q Did you al so have people involved in a simlar
group with | DFA?
A Yes.

Q Were the sane people on both commttees?

A. | would say not totally. | don't -- | couldn't
say for sure.

Q Ckay. At the top of page 2 on Exhibit 36, you
wite that: "Proposal 3 would essentially disconnect
Cass Ill mlk pricing fromthe CME barrel price."

How does the CME barrel price right now factor
into Class I117?

A. Well, the barrel price is a big part of the
formul a of cheddar cheese produced in the country, and
that's not going to just go away. | think this started a
nunber of years ago, and we tal ked about it at National
M1k, that the barrel price was oftenti nmes understated or
it was -- to the point it actually -- because of the
products that were getting sold on that barrel market, it
didn't really reflect the value of barrels, really,
because a | ot of those products were not up to the
standards that soneone that was buying them would Iike
themto be.

So | think that if there's any way to -- to drive

a market down, the best thing to do would be to offer
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sonet hi ng that nobody wants to buy. So instead of taking
care of that problemand working on that, | think the idea
to get away frombarrels in the fornula was the next best
t hi ng.
Q | guess ny question -- and | perhaps didn't phrase
it as precisely as | should have.
The NDPSR barrel price feeds into Class |11

correct?

A. | believe so. | -- 1| really don't know all the
details of that all. | can tell you that.

Q Ckay. If -- if barrels were not part of the
Class IlIl fornula, are you concerned that the CME woul d

di scontinue offering barrels on the spot narket?

A. | wouldn't -- | wouldn't worry about that. |
think it's the nost highly traded product on the CME, and
that's what they would continue to do is to trade that.
But it wouldn't be connected to, you know, the price of
the Class Ill that we're trying to find a discovery price
for manufactured mlk, and if you disconnect the barre
mar ket, you di sconnect a big chunk of what is getting nade
into cheddar cheese in this country.

Q The answer you gave a little bit ago, were you
suggesting that the barrel price was depressed because of
| ow quality barrels that were put on the nmarket?

A. | don't know if | would say they are | ow quality,
but they are probably the quality that we, as a naker of
processed cheese, would rather not use.

Q Do you have any thoughts as to why barrels of that
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qual ity appeared on the market?

A. | couldn't say for sure. |It's probably because of
processes that manufacturers of those barrels use to make
products. | don't know.

Q Are you aware of any barrel nmanufacturers that
produce cl ean whey and perhaps view that as their primry
output, with the barrel as the byproduct?

A. | couldn't say that | know that as happening. |
know what we produce is we produce barrels, and the
byproduct is a white whey that can be used probably in
nore -- maybe hi gher value products than, say, your
col ored whey out of a bl ock plant where you nake col ored
cheese. But | couldn't say that that's what people are
doi ng.

Q I n your experience, does that clean whey conmand a
hi gher value on the market than col ored whey?

A. | would -- | guess | wouldn't know that for sure.
| would think that it mght, but | guess | wouldn't know
that for sure.

Q You nentioned that AMPI is a maj or nmanufacturer of
bot h bl ock and barrel cheddar.

The bl ocks you produce, are they 40-pound bl ocks?

A No, we produce 640s.

Q Ckay. Only 640s?

A 640s, yeah.

Q At the end of your second statenent you state that
m |l k supplies in sone nmarkets, particularly the Upper

M dwest, exceeded processing capacity.
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Was there mlk actually being dunped in the Upper
M dwest ?

A Yeah. Yes, there was. A lot of it. And if
there's one thing that nmakes a dairy farnmer sick, is going
through all the work and it -- the noney to produce that
m |k, knowi ng that there's starving people around the
worl d, and we have to run it down the drain, because that
is the nost econom cal answer to do with that mlk at the
time.

Q | have heard that from several farners that
know, and when it occurs, it is tragic.

Do you have an estimate as to how often that
phenonena occurs in your part of the world?

A You know, it happened nore this year than
remenber in the past. From a nunber of situations,

t hi nk around the country, you know, we had record mlk
prices |last year, which always |eads to nore production.
W had mlk in parts of the country where the
manuf acturing wasn't in place yet to handle that mlk, and
that got hauled up into our region and, you know, took
away sonme of the outside sales there. So there's a |ot of
things that affected it this year, probably nore than
ot her years.

But, yeah, it was a big deal this -- this winter,
t hrough the winter and into the spring.

Q When that occurs, is AMPI able to purchase spot

mlk at substantial discounts to Cass [II?
A. When that occurs, AMPI has way too much mlk, and
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we're selling that mlk, we're alnost giving it away,

because there's no nmarket for excess ml k.

Q Who -- who would be your buyers in that situation?
A For the excess m | k?

Q Yes, sir

A | guess | wouldn't know exactly who they are. W

have a nunber of custoners that we sell on a regul ar basis
because we probably have 15% of our m |k that we woul d
sell off as fluid into a Cass Il market or to a bottler,
where about 85% of our m |k generally goes through our

pl ant s.

So we have a nunber of custoners, but, | nean,
when you get in that situation, you are going to sell mlk
for whatever you can get for it until you get to a point
where it's like -- would be nore cost effective to open
the valve and run it down the drain.

Q |"mturning now to your other statenent.

THE COURT: 1477

MR MLTNER: |'m sorry?

THE COURT:. 1477?

MR MLTNER No, this would be 146, | believe.

THE COURT: Ckay. His first one.

MR MLTNER His first statenent.

THE COURT: Thank you. Sorry.

MR. MLTNER  That's okay.

BY MR M LTNER
Q Were you part of the National MIk task force or

wor ki ng group that submtted surveyed cost data to help
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devel op Proposal 7?

A | was not on the task force.

Q Do you know if AMPI submitted cost data fromits
plants to the National M|k survey?

A | believe we did. 1Is that the Stephenson survey?

Q No. This -- this would be the survey that
National M1k conducted anong its group to devel op the
nunbers in their Make Al |l owance proposal.

A. | assunmed those nunbers cane fromthe Stephenson
survey from 2018, concluded 2021 or '22.

Q Ckay.

A | believe that's where those nunbers cane from

Q You are not aware of AMPI giving nunbers to
anybody ot her than Dr. Stephenson?

A. That's who we have worked with in the past, yes.

Q Ckay. By the way, | do |ike your line that says
t he regul ati ons have becone "a systembuilt on bad math."
| don't necessarily agree with that, but the only other
time | have heard that description is when soneone
descri bed Las Vegas.

At the top of page 3 you say, "Mst U S
cooperatives have instilled production [imts, as
i nadequat e manufacturing capacity is not neeting nmany
dairy farners' desire to grow their businesses and be cost
conpetitive."
|'"d like to understand how you draw t hat

conclusion. How -- what |eads you to nake the concl usion

t hat i nadequate manufacturing capacity has triggered base
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prograns?
A. | don't get what you nean.
Q Well, you say that the base prograns are a

function of inadequate manufacturing capacity, and |'m
just curious as to why and you how connect those two in
t hat way.

A. Well, that's -- it's howit's worked for us. It's
how it is working with others that are conpeting agai nst
us in our region that have those plans in place because
t hey have to control that production because there's no
home for sone of that -- that excess m |k because of al
the years of the Make Al |l owance bei ng outdated and us
reducing -- getting rid of our balancing plants and
getting rid of our outdated or inefficient plants, just to
be able to hang in there and live in the world we live in
w th these outdated nunbers on the Make All owance.

Q That's AMPI's experience, correct?

A. Yes, it is.

Q You don't know necessarily if other cooperative
base prograns were notivated by a different reason,

t hough, do you?

A. | don't. Right.

Q You al so quote the dairy econom st for CoBank, and
|"d like to understand. The first sentence of that quote
reads: "l nadequate Make Al |l owances may lead to
underinvestnment in dairy processing facilities or result
in overinvestnent in | owcost plants.”

|"d I'i ke to understand why inadequate
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Make Al l owances would | ead to overinvestnent in | ow cost
pl ant s.

A. That's actually a good question. | guess | don't
know t he answer to that, either.

Q Do you know what M. Ehnke neant by "I ow cost

pl ants" ?
A. | don't. | could assune it m ght be sonme kind of
a plant that would part -- renove part of the mlk val ue

just to get sonething out of it, and then relocate it to a
buyer.

Q Were you in the roomthis norning when | asked
M. Edm ston about Land O Lakes pl ants?

A. | was for nost of it, yeah.

Q Ckay. | want to ask simlar questions about
AMPI's plants. So, although |I don't have the page right,
| don't think I"'mturned to the right page, but did you
say that AMPI had eight facilities?

A. We do have eight facilities.

Q Are those all cheese plants?

A No, they are not. W have four cheddar plants.
We have one powder plant. W have a butter plant in New
Um Mnnesota. And we have a further processing -- it's
a re-packagi ng, packaging plant in Wsconsin. And we
actually have one snmall cheese plant in South Dakot a.

Q Let's start with the small cheese plant in South
Dakot a.

Does it manufacture 40-pound bl ocks?

A. No, it does not.
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Q Does it manufacture barrel s?
A. No, it does not.
Q Does it handle its own whey?

A. We have -- no, we don't process our own whey. W
find a market for that. |It's an Italian-type cheese
plant. It's small. |It's old. It's made sone of the best

cheese in the country, been a winner at National MIk in

t he best parnesan cheese in the country a couple of years

inarow But it's avery small plant. 1t's very |abor
i nt ensi ve.

Q Produces nore of a specialty cheese?

A. Ri ght .

Q Your re-packaging plant, does that do what | would
expect it to, it takes products produced sonmewhere el se

and repackages themfor further distribution?

A. Ri ght.
Q It doesn't manufacture, itself, any conmodity
product s?

A. W don't take any mlk into that plant, right.
Q You nmentioned a butter plant and a powder plant.
Are those two separate facilities?

A. Ri ght .

Q Does your butter -- well, what products are
produced at your butter plant?

A. The butter plant is really a packaging plant for
ei ther churning butter and naking quarters and solids, and
cups and different things for retail and foodservice, or

we -- we buy bulk butter and re-package it in there -- in
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t here al so.

Q You are taking bulk butter and reworking it to
gquarters or sonething like that?

A It depends on the season, yeah, and the cost of
cream things like that. You know, you try to get the
best -- the best -- you know, to get the best return out
of whatever you can sell those butter products for.

Q W won't tal k about creamnultiples, unless we
have to.

A. Well, you can. But | nean, when they get too
hi gh, we -- ice cream people buy them And -- you know,
but that's -- that's part of the equation, is when butter
multiples are at a good |level that are attractive to us,
that's when we run our churns and we put through as nuch
t hrough our churns and make quarters or bul k butter even
then, just to cash in on that market.

Q Ckay. AMPlI will -- will change what it produces
and what it does with creamin order to maxim ze the
returns to its owners, correct?

A. That's what | think I nmeant in the first place,
yes.

Q Ckay. So your butter plant does not produce bul k
salted or unsalted butter?

A. | think we do produce sone bul k salted and
unsal ted for certain custoners.

Q Do you know if the manufacturing cost information
for that butter plant was reported to Dr. Stephenson?

A | don't know that. No. | know that in the |ast
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survey it was our four cheese plants and it was our powder
pl ant .

Q Ckay. Your powder plant, does it produce nonfat
dry mlk?

A Actually, yeah. It's in South Dakota. It
produces the high-heat nonfat dry mlk, which is a higher

val ue powder used with -- for a | ot of bakeries.

Q Does it produce | ow heat nonfat?

A. | don't believe we do. | couldn't say for sure.

Q Does it produce skimmlk powder?

A | don't believe so.

Q Whol e m | k powder ?

A Yes.

Q Does it produce butterm | k powder?

A | don't believe so.

Q Does it dry any whey?

A No.

Q So its principal product is high-heat nonfat dry
mlk?

A Correct.

Q And your understanding is that plant did report
its costs to Dr. Stephenson?

A. | believe it did on the powder side. The creamis
separated off on the mlk, and that -- that cream would go

to our New U mplant for the butter manufacturing there.
But | believe it's just the powder side that was reported.
Q Do you know what happens to the butterm |k at your

butter plant?

TALTY COURT REPORTERS, INC. 2619
taltys.com - 408.244.1900


http://www.taltys.com

© 00 N o o A~ W DN P

N NN N NN NNDNDNRR R R R PR R B R
© N o O W NP O © 0N O 00 BN~ WDN R O

TRANSCRI PT OF PROCEEDI NGS Sept enber 07, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

A. That al so probably gets dried sonewhere. W have
capacity at our JimFalls plant to do sone of that.
Again, a lot of things depend on nmarkets and the denand
for different products, so if you sell themas a liquid or
if you would dry them and sell them as a powder.

Q s JimFalls one of the plants we have been
tal ki ng about already, or is that a separate plant?

A They are one of the four cheese plants that we
wer e tal ki ng about.

Q Ckay. So there's a dryer at the JimFalls plant?

A. There's a couple dryers there, yes.

Q Do you know i f the cost of making high-heat nonfat
dry mlk is nore or less than | ow heat?

A | don't know that.

Q At your four cheddar plants, do you produce any
40- pound bl ocks?

A. No, we don't.

Q Do you produce -- | think you answered earlier
you produce 640s only, correct?

A We produce 640s at three of them and barrels at

the fourth one.

Q So you produce barrels at one of the four plants?
A. Ri ght .

Q And you produce no 40-pound bl ocks?

A. Ri ght.

Q And all four of those plants reported their costs
to Dr. Stephenson?
A. Yes, sir, | believe they did. And they are al
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3-mllion-pound-a-day plants, so they are pretty -- they
have all had new cheese equi pnent put in over the |last ten
years.

Q Three of the plants, though, were reporting costs
but they don't produce the products that are in the
Cass Il survey, right?

A. Run that by nme agai n?

Q Sure. The Cass IIl fornula is based off surveys
of 40-pound bl ocks and 500-pound barrels, correct?

A. Yes. But the 640s are really based off the
40- pound nmar ket, al so.

Q Ckay. Are the costs to nmake 640s and 40s

i dentical ?
A. | don't know that.
Q In addition to the JimFalls plant, how many ot her

of your cheddar plants have drying capacity?
A. The Paynesville plant woul d have drying capacity.
Q How do you spell that?
A Paynesville? P-A-Y-NE-S-V-I-L-L-E
Q See, I'mglad you did that because there's a
Pai nesville, Chio, that is spelled differently. | would
have m sspel |l ed that.
A. Ckay.
Q Do those dryers dry the whey fromyour cheese
pl ant ?
A The Jim Falls plant dries sweet whey; the
Paynesvill e plant dries WPC
Q s that WPC 34 or 80 or both?
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A. We can do either or both, right.

Q Can you produce Wl ?

A W haven't. | don't think we have the -- the
technol ogy or the equipnent to do that at this point.

Q It does require specialized equipnment to do that,
doesn't it?

A. Yes, it does.

Q Your statenent says that Dr. Stephenson coll ected

2023

cost information from 18 cheddar manufacturing plants. Am

| right, then, that four of those plants -- four of those
18 are AMPI facilities?

A. | guess | would assune that.
Q "' m | ooki ng now at page 4 of Exhibit 146, and
there's a sentence about two-thirds of the way down: "The

hi gh-1 evel percent change for AMPI bul k cheese products is

47% hi gher in 2022 than 2008."

| interpret that as saying that whatever your
manuf acturi ng costs were in 2008 for your bul k cheese
products, it's 47% higher than that; is that correct?

A. That's what | would assune it woul d nean.

Q And when you say "bul k cheese products" that would

i ncl ude your barrels and your 640-pound bl ocks, correct?
A | woul d believe so.
Q Do you have or does AMPI have the information
about just the barrel portion of that?
A They mght. | don't know. | haven't seen it.
Q Do you know today whether the increase in

manuf acturing barrels is higher or |Iower than the cost of
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manuf act uri ng 640- pound bl ocks?

A | don't know that, but | know a |ot of costs are
related to | abor, and energy, and ingredients, and
packagi ng. And they are probably not exactly the sane,
but I would think they would be relatively simlar.

Q | think we can all agree costs have gone up since
2007 or 2008, and for better or worse, we have to give

these folks the information to figure out what that nunber

is, right?
A. Ri ght.
Q Al right. The next sentence is: "General plant

expenses are up 62%"

| "' m curious about what you include in "general
pl ant expenses" there.

A. | don't know, but | would assune that it's the
same thing included in all of our plant expenses. And
| -- fromreading that, being our general plant expenses
are up 62% our high-level percent changes 47% that would
tell me that the cheese equi pnment that we put in there has
made us nore efficient over tinme, and that our cost would
be much hi gher had we not done that.

So | guess | don't know if that answers your
guestion, but I -- | just, | guess | don't know exactly
what would all be included in that general plant expenses.

Q | know that in Dr. Stephenson's summary he breaks
out a category of general and adm nistrative expenses.

And | was -- | guess ny question is, are your

general plant expenses, is that the sanme thing
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Dr. Stephenson puts in the bucket of general and
adm ni strative?

A | would al nost assune so, but | don't -- | don't
know t hat for sure.

Q Ckay. Your next paragraph tal ks about sone of
t hose i nprovenents that have been nade to facilitate fat
recovery and how the -- your cost to convert mlk stil
i ncreased i nmensely.

When you installed new equi pnent, that -- that, |
assune, increases your depreciation and anortization
costs. Wuld you agree with that?

A. It does.

Q And then so those expenses would -- | think
Dr. Stephenson has a bucket that would include those types
of expenses?

Wul d that be where those costs would show up when
AMPI figures out its manufacturing costs?

A. The thing is, you wouldn't install those pieces of
equi pment unl ess you knew there was a return on investnent
on those. So, yeah, there mght be a different way to
al | ocate sone costs.

But if you look at what's happened with the --
with the butter and cheese market over the |ast nunber of
years, and especially since COVID, we nake Anerican-type
cheese, which neans it's got to be 50%fat or nore. And
if you' re putting $3 butter into $2 cheese, it doesn't
wor k out very good for very long. So you try to put in

equi prent that renoves as nuch of that fat as you possibly
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can, and
for your
t hen you
pl ant --

to make

still be legal, and still make the best product

custonmers with that cheese you are maki ng, and

sell off the creamor put it to the butter

well, we virtually sell it to the butter plant -

butter out of it, because it's higher val ue when

it's butter than if it's made i nto cheese.

Q
your fat
A
Q
A

Right. So your -- your butterfat -- you describe

recovery has inproved since 2007, 20087

well, we
Yeabh.

I nvested noney in equi pnent to do that.

And our cheese vats that we put in, the yields

have i nproved and the returns have inproved on all of

t hose, because you just get nore cheese out of every

hundred pounds of m K.

Q
A
Q
A
Q

coagul an

butterfat

A

process.

Q

A
Q
A
Q

Are you using horizontal vats?

These are horizontal vats, yes.
And were those installed after 2007?

| believe all of them have been.

Do you al so use additives |ike, you know, speci al

ts or inproved coagulants to inprove your

You know,

recovery?

| don't know that part of it, the

Do you know what AMPI's butterfat recovery is?

When naki

Yes.

ng it into cheese you nean?

| don't know that nunber.

But your

i nvest ments have i nproved the anount of
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butterfat you are able to recover, correct?

A. Absol utely, yeah

Q And those additional costs would be part of making
t he cheese, right? That would flow through to the
Make All owance, or at |east you hope it shoul d?

A Yeah.

Q Now, AMPI, as we said, is a nenber of Nationa
M1k, correct?

A That's correct.

Q Does AMPI support National MIk's Proposal 1, the
one on the base Class | price and the conponent |evels
used to calculate it?

A. W -- we generally supported the whol e package
that National MIk put into the Federal Order hearing
process here. Not that we're 100% on board on everyt hi ng.
| mean, if we all were, we probably wouldn't need a
hearing, we could probably just ask to nake t he changes.

So | don't knowif |I want to get into too nuch
detail on all that. | know, you know, things have changed
over time with solids in mlk and the val ue and things
like that. But | nean, to ne, this whole process is al
about getting the right nunbers and working together to
come up with a programthat's going to be sonething that

dairy farmers will support at the end of the day.

Q | think there's general agreenent on -- on -- on
that goal. And | don't want to -- because -- because of
your answer there, | don't want to get into the real

specifics of Proposal 1, but that is one that would have a
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del ayed i npl enent ati on?

And your statenment makes it pretty clear that when
it comes to Make All owances, you think there should be no
delay in inplenentation, correct?

A. Well, we have been asking for Make Al |l owance
changes for al nost a decade. And just because it's taken
this long, |I don't know why we should wait another decade
to get back to where we should have been a couple years
ago. You know, | nean, we have been living this world.
We have been having real costs. W couldn't tell our
vendors, well, we can't afford to pay you so nuch, or tel
our workers, you know, we are going to have to give you
| ess per hour because we just can't nmake ends neet if we
pay full price on everything. W have to pay full price
on everything, where the Cass IlIl fornula doesn't have
that figured in.

And those folks -- I'msorry, but as a dairy
farmer that has been living this -- those fol ks that
benefitted the nost over the |ast 15 years fromthe

Make Al l owance bei ng outdated are the ones that are going

to feel it the nost as the -- as this whole thing gets
changed.
Q | think one of the issues that, at |east for ne,

is both interesting and hard to figure out, is which
changes to the formul as shoul d be del ayed in
i npl enent ati on and whi ch ones shoul d not.

And so, I'd like, if you could, if you have
anything el se to add, explain why Make Al |l owances shoul d
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be i npl enented -- why changes to Make Al |l owances shoul d
happen now as opposed to a year down the road.

A. Well, if I think about our producers, there are
many chonping at the bit to be able to expand, to be able
to becone nore up to date and nore conpetitive in
producing mlk. And we can't let themdo it right now
because we don't have the capacity to take that extra
mlk. 1In fact, we're limting themto sonmething that they
produced -- a level that they had a couple years ago.

So it's really hard to be a dairy co-op that you
want to be there for your nenbers, you want to give them
the ability to grow, but because of the situation we're
in, we can't let themdo that. W can't afford to build a
new plant. It would -- it's out of the question.

We have expanded every one of our plants as best
we could with the footprint we had. But, | nean, there's
only so much you can do. And eventually, we need those
real -- real costs figured in so that we are on a | evel
playing field as far as conpeting for mlk, and we -- we
get credit for what we have invested in our plants and,
you know, that whole market for our nenbers' mlk that we
provi de and get nore value out of their mlk by doing
t hat .

Q Thank you.

One of the reasons that have been suggested as a
justification for delaying the inplenentation of a change
woul d be because it woul d cause problens for risk

managenent, both potentially for producers, farners, and
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for cooperatives that are participating in simlar
activities.

Has anyone at AMPI suggested to you that changes
to the Federal Orders would -- would be detrinental to
AMPlI as an organi zation, froma risk managenent
st andpoi nt ?

A. Well, we have tal ked about this for a nunber of
years, is that there is real no good way to lock in a mlk
price right now because the Class Il price does not
reflect what we're able to pay for mlk nost of the tine
because it's overstated.

So you are really -- you are really locking in
sonet hi ng based on what you think the difference between
now is and the tinme, you know, when that thing would cone
through. So it's really not about |locking in a price for
your mlk, and it's really not a -- there's no real good
tools for risk managenent right now because the prices are
so distorted.

Q So woul d ri sk managenent actually becone easier
once these changes are inplenented, if these changes are
i mpl ement ed?

A. | would think it would becone nore neani ngful, so
that if you locked in a certain price, you actually feel
like that's the price you mght end up getting.

Q And | know you have been testifying on behal f of
AMPI, and | asked you that right out of the gate. But for
you as a producer, mlking cows, do you have concerns

about any of the proposals here naking it harder for you
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to manage your risk as a dairy farner?
A. | guess | don't see any of these proposals naking
it harder to nmanage ri sk.

MR. MLTNER  Thank you very nmuch. | really do
appreciate how forthright you have been with answering the
guesti ons.

THE COURT: Further questions for this witness --
|"msorry, tinme-out, yes. W have been going for -- it's
alittle nore than an hour and a hal f.

Let's take a ten-m nute break. Cone back at

11: 25.
(Wher eupon, a break was taken.)
THE COURT: Back on the record. W're going to
break -- I'msorry, did you have sonething? Ckay.

Of the record we had a discussion, we're going to
put a witness on that has an earlier flight. W're going
to break the exam nation of this witness so that we can
al |l ow another witness to cone in, and then we'l|l cone back
to this wtness.

M5. LOVBARD: (Good norning, your Honor. |I'mJil
Lonbard. |'mhere representing Dairy Farnmers of America,
or DFA, and I'd i ke to enter ny appearance for the
record. M last nane is L-O-MB-A-R-D.

Today |'mintroducing three DFA farner-owners who
are here to testify.

So, your Honor, |I'd ask that M. Palla's w tness
statenment be marked for identification.

Do you have a copy of that?
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THE COURT: D d you enter your business address?
That seens to be required.

M5. LOVBARD: It's 1405 North 98th Street, Kansas
Cty, Kansas, 66111.

THE COURT: Yes, | seemto have a set. It's
Exhi bit DFA-2?

MS. LOVBARD: Yes, Exhibit DFA-2, which | think
woul d be nunber Exhibit 148.

THE COURT: W'Ill go ahead with that, then. Let's
| abel for identification as Exhibit 148, Exhibit DFA-2.

(Thereafter, Exhibit Nunber 148 was nmarked

for identification.)

THE COURT: Let ne swear in the w tness.

Rai se your right hand, please.

ERI C PALLA,

Being first duly sworn, was exam ned and

testified as foll ows:

THE COURT: Thank you.

Wth that, we have marked the statenent. You can
ask him about that, and -- wel cone.

M5. LOVBARD:. Thank you.

THE COURT: Your wi tness.

M5. LOVBARD: Thank you.

DI RECT EXAM NATI ON
BY MS. LOVBARD:
Q M. Palla, can you please state and spell your
nanme for the record?
A Eric Palla, E-R-1-C, P-A-L-L-A
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Q Thank you.

Can you pl ease state your business mailing address
for the record?

A. 1405 North 98th Street, Kansas City, Kansas,
66111.
Q Thank you.

M. Palla, | understand that you have prepared a
witten statement for your testinony today. Wuld you
pl ease read that statenent at this tinme?

A Yes.

Hello, ny nane is Eric Palla, and | ama dairy
farmer from d ovis, New Mexico, where our famly farns
15,000 acres and ml ks 10,000 cows. |'ma second
generation dairy farnmer and have been in the dairy
busi ness for over 25 years. |'ma farnmer-owner of Dairy
Farnmers of Anerica and currently have the opportunity to
serve on the follow ng boards: DFA Sout hwest Area
Council, DFA's Board of Directors, and the G eater
Sout hwest Agency. Qutside of dairy, | also reside on
anot her cooperative board and a couple of educationa
Advi sory Councils. | amhere today representing Dairy
Farmers of America in support of the proposals submtted
by National M|k Producers Federati on.

Thi s has been an extrenely chal |l engi ng year for
our dairy farm Since Decenber of 2022, the All-MIk
Price has declined by nore than $7 per hundredwei ght,
which is far less than the over $10 per hundredwei ght

decrease in ny net pay price over the last 12 nonths.
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The challenge in this are costs of production have
not gone down. Qur dairy is experiencing the worst
margins in our history. W have faced significant
inflation in our input costs since 2020. For instance,
our feed costs are $5 per hundredwei ght hi gher,
mai nt enance and repairs are up over 13% and our fuel and
i nterest costs have doubl ed.

Nevert hel ess, we are very proud of the
efficiencies we have achi eved over the sanme tine period in
order to limt cost -- our cost of increases in other
itens such as | abor, vet, utilities, and m scel | aneous
costs. As dairy farners, we always do. W cone up with
better, nore efficient ways to operate, to hel p overcone
some of our cost increases. However, even with our
i nprovenents and efficiencies in cost cutting, it doesn't
go far enough given the current return in the marketpl ace.

Al'l things equal, even a small increase in
Make Al l owances will be detrinmental to mlk prices.
understand that Make Al |l owances are an aspect in
determ ning Federal Order class prices and fromtine to
time there's a regulatory need to adjust them However, |
ask that in doing so, the Secretary of Agriculture take
into account the inpact on dairy farmmlk prices and,
nore inportantly, the inpact on dairy farmprofitability.

Qur farns have been asked to cone -- to becone
nore efficient over tine and to absorb the recent i nput
cost increases, while at the sane tine, we are

experiencing much lower mlk prices.
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We, as farners, do not have a nechanismto pass
al ong these cost increases to ensure our profitability.
As a farnmer-owner of a m |k marketing cooperative, the
financi al performance of the cooperative's manufacturing
assets also inpact nmy mlk check. However, the change in
Make All owance will have an even greater inpact on our
mlk price as it cones out of 100% of our m |k market ed.

Wthin these chall enging nmarket conditions, a
$0. 50 per hundredwei ght decrease in Cass Il would nove
me into a negative operating inconme. The significant
changes proposed by the International Dairy Foods
Associ ation and the Wsconsin Cheese Manufacturers
Associ ation woul d create an unsustai nabl e decrease in mlk
pricing and should be rejected.

In fact, if the proposed change were in place over
the last ten years, we would have experienced negative
operating incone. Over the years, dairy producers have
had to deal with all of the same pressures of narket
conpetition and increnmental cost increases, naking
profitability very difficult.

Dairy farmers are price takers, while processors
are price negotiators. Cheese nmanufacturers can pass on
their higher costs when they sell their products. | do
not have that sane ability. M|k buyers at manufacturing
pl ants have additional nmeans to cover their operating
costs, including |owering over-order prem umns.

| strongly object to allow ng manufacturers to

t ake additional noney out of my m |k check when they
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continue to have other neans to cover their production
costs. | believe they have the ability and the duty to
the dairy producers to exhaust all other avenues to becone
nore efficient in their operations as opposed to paying ne
|l ess for ny mlKk.

| understand that for a vibrant dairy industry,
bot h producers and processors need to be equi pped with the
right tools to reach financial success. | support the
National M|k Producers Federation package in totality,
because it works to noderni ze the Federal M| k Marketing
Order system beyond the Make All owance increase, but ains
to bal ance added benefits for processors and producers.

However, as a farmer, this package is a
conprom se, and | would not be supportive of a sole
Make Al l owance change, especially an increase to the
| evel s others are proposing.

Additionally, | understand that the proposal to
change the skimm |k conponent factors is based on dairy
farmer conmponent test increases. In 2022, ny mlk tests
averaged 3.76% fat, 3.23%protein, and 9.09% sol i ds
nonfat. This has risen from3.54%fat, 3.11%protein, and
8.9% solids nonfat since 2017.

In my opinion, our mlk conponents have risen over
the | ast several years for a couple of reasons. One is
t he i ncreasing speed of genetic inprovenent due to the
adopti on of new technol ogies by the dairy industry and the
supporting busi nesses.

| also believe that our ability to feed the cows
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with nore precision, along wth advancenents in
nutritional science, have enabled us to target conponents
nore effectively wi thout sacrificing production per cow.

A third reason for conponent increases is the use
of crossbreeding in herds across the United States.

It is nmy belief that inproved managenent, al ong
wth scientific advancenent, will continue to increase our
ability to produce higher conmponent mlk in the future.

The timng of the changes to Federal Order mlk
price formulas could inpact the outcone of the mlk price
ri sk managenent transactions | have used to hedge ny
dairy's future profitability.

Ri sk managenent is an extrenely inportant part of
our business. W use several different tactics to try to
mnimze large price fluctuations and its effect on our
bottomline. W use a conbination of fixed pricing in
both classes of mlk, along with Dairy Revenue Protection,
and at tinmes, target blend pricing that is offered through
DFA ri sk managenent.

We tend to protect profitable pricing as far ahead
as | can have feed contracted. This can range fromthree
months to up to 18 nont hs ahead dependi ng on the futures
price and nmy desire for risk. W are currently | ooking at
forward pricing and/or adding DRP well into 2024.

It is inportant to the success of ny business that
t he Federal Orders do not change the m Ik price formul as
for transactions | may have entered into prior to ny

knowl edge of the change in the timng of its
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I npl enent ati on.

ldeally, I would Iike an 18-nonth delay. This is
necessary to protect ny transactions from additional risk
that was not in the marketplace at the tinme | nmade the
transacti on.

That said, | recognize the broader needs of the
dairy industry and support an earlier inplenmentation of
t he other NMPF proposals, apart fromthe changes in skim
m | k conmponent factor which should be delayed 12 nonths or
nor e.

| close by repeating ny support for the National
M1 k Producers Federation proposal package in totality,
but wish to, again, highlight the dire situation dairy
farmers are facing within the current narketpl ace. W
operate on very slimmargins, even in a good year. As a
second-generation dairy farmer, | have had the opportunity
to step into the shoes of those that came before ne, and
work tirelessly to make i nprovenents for the generation
after ne. Wthout dairy farnmers, there cannot be a dairy
i ndustry.

Dai rymen will always try to find a way to do what
we |ove to do, which is mlk cows, raise our animls, and
provide for our famlies. However, we can't continue to
take all of the risk for everyone else to nmake a dollar in
exchange for pennies. W wll continue to innovate,
manage, and strive for success. W live in optimsm but
we can only survive so mnuch.

Thank you for allowing me to testify today on
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these issues that are very inportant to ny famly and the
future success of our dairy business.

Q Thank you, M. Palla.

M5. LOVBARD:. Your Honor, at this tine I'll tender
the witness for cross-exam nation.
THE COURT: Any questions for this w tness?
CROSS- EXAM NATI ON
BY MR M LTNER:

Q Good norning, M. Palla.

A Good nor ni ng.

Q My nanme is Ryan MItner. | represent Select MIKk
Pr oducers.

| have sonme famliarity with New Mexico farns, and
| wondered if you could offer for -- for everybody here, a
l[ittle bit about the efficiency inprovenents that have
happened at your farmand with other farns in Covis and
Roswel | .

A. So to be sustainable in the business, we have to
figure out ways to decrease costs or increase production
on the facilities that we have in order to limt our cost
per hundredwei ght, on our farm So it can be anything
fromtechnol ogies, to products that increase feed
efficiencies, to equi pnent, decreasing |abor, and an
opportunity -- you know, if there's an opportunity to do
that, that those are things that we have done to try and
be nore efficient.

Q You really look for efficiencies in every point in

the process, fromfeeding to mlking to | oadi ng out, don't
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A 100%
Q Has your farm i npl enmented any new technol ogies in
terms of mlk |oad-out and efficiencies, in that -- in

that part of the operation?

A The biggest thing is making sure that
comruni cati on on scheduling for the mlk trucks, the
trucks cone in, they |oad, they |leave. W put in as high
a capacity punp as we can to get them | oaded quickly and
get themto nmarket as soon as possi bl e.

Q Those punps also mnimze the loss of mlk in the
transfer fromtank to truck?

A. Absol ut el y.

Q May | assune that nost, or if not all, of your
m | k goes across the street to Sout hwest Cheese?

A. | would say nost, yes.

Q You -- you nake a statenment that "if the proposed
change were in place over the last ten years, we would
have experienced negative operating incone."

A That's correct.

Q Unfortunately, ny understanding is that over the
| ast ten years, it's been nore common than not for farns
in your part of the world to have negative operating
incone. |s that correct?

A. That woul d be accurate.

Q And there have been a |lot of good dairy farns in
your part of the world that have gone out of business in

the | ast three, four years especially, correct?

TALTY COURT REPORTERS, INC.
taltys.com - 408.244.1900

2023

2639


http://www.taltys.com

© 00 N o o A~ W DN P

N NN N NN NNDNDNRR R R R PR R B R
© N o O W NP O © 0N O 00 BN~ WDN R O

TRANSCRI PT OF PROCEEDI NGS Sept enber 07, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

A Yes.

Q So it's not even a matter of what happens if we
make these changes, it's also already pretty hard in New
Mexico right now, isn't it?

A Yes.

Q You nmake a statenent that m | k buyers at
manuf acturi ng plants have neans to cover their --
addi tional neans to cover their operating costs, including
| owering over-order premnm uns.

Ri ght now, in New Mexico, is the agency able to
get a Cass Il over-order prem unf

A | don't know for sure. | think in some instances
we are able to achieve some, but not in all

Q Prem uns are also hard to cone by right nowin the
Sout hwest, correct?

A Yes.

Q This issue of risk nmanagenent and when we
i npl ement changes or when USDA chooses to inpl enent
changes is sonething that's been comng up a lot, and you
make reference to that in your statenent. | have asked
this of other witnesses because | want to get people's
opinions on it because | really don't know the answer to
this, and | don't know that anyone in here really does.

You say that for Proposal 1, which is the proposal
t hat changes the skimm |k conponent factors, you woul d
like to see that delayed for your risk managenent, but not
for the other changes from National M K.

And | wondered what your thoughts are as a farm
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operator, when a risk nmanager says, this is okay to
delay -- or this is okay to do now, and this we need to
del ay.
Can you hel p provide sonme thought on that?
A | probably don't know the exact specifics, sol'd
probably rather not comrent on that and not be accurate.
Q Ckay.
When you use DRP, do you purchase your coverage

based on class or on conponents?

A | wll purchase on what is the best return for the
time that | can nake the purchase. So if the -- | have
done both is the short answer. |f the class price |ooks
better than the conponent price. |[I'll do class price; if

t he conponent price |ooks better than the class price, |
can do it on conponent.
Q So it's the -- it is the overall econom cs of the

cost of coverage and the potential return that drives your

deci si on?
A. Correct. Basically if the conponent pricing nets
me higher a Class Ill price, then | wll -- you know, and

it nore than offsets the premum then | wll do the
conponent pricing.

Q Have you found that one option or the other, class
or components, is better for matching the m |k that you
produce at your farnf

A No. No, | have not.

Q Ckay. Thanks?

MR MLTNER That's all | have.
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THE COURT: O her questions for this wtness?
Seei ng none, AMS.
CROSS- EXAM NATI ON
BY M5. TAYLOR:

Q Good nor ni ng.

A Good nor ni ng.

Q Thank you for comng to testify today.

A. Thank you.

Q | appreciate your statenment. | don't actually
have too many questi ons.

One question we do |ike to ask of all our
producers is if they neet the Small Business definition,
which for the government is producers making $3.7 mllion
or less in gross revenue on a farmbasis a year.

Wul d your farmneet that definition?

A No.

Q | really just have a question or two that centers
around the inpact that you as a producer have seen on your
m | k check due to what everyone ternms here i s inadequate
Make Al'l owances and as a co-op nenber how that's i npacted
you. Could you speak to that at all?

A Not specifically. But I -- | do know that we ship
mlk to cheese plants that have been profitable with the
current Make Al |l owances.

Q Ckay.

A And we are getting paid at a m ninum cl ass pricing
or class pricing plus. And so | do know that that is

happeni ng.
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Q Ckay. And so if the Make Al |l owances increase for
t hose plants that you ship to, you --

A. It's going to come out of ny mlk check.

Q Right. ['ll ask the good question that was just
told to ne.

On your risk managenent side of your operation,
you tal k about how you do contracts anywhere fromthree to
18 nmonths out. Just curious, kind of |ike what's the
breakdown of that? Do you -- have the nmgjority of those
within six, nine, 12? | nean, where is the sweet spot?

A. You know, there's -- there's really not one.
It's -- it is actually rare that you can lock in a profit
on the futures board in the dairy industry, but if you
can, then we typically will take advantage of that.

However, | won't sell ny mlk in the future unless
| know I have ny feed costs |locked in at the sane tine.

So dependi ng on what positions | can take on feed through
either cash or a futures price will determ ne how far |
will go out.

| have locked mlk in up to 15 nonths ahead a

couple of different tines. You know, nore six nonths is

probably nore of the average of how far |I'll go forward.
Q Ckay.
A. But we do -- we do a variety of different ways.

Q Okay. Thank you. That's hel pful
M5. TAYLOR: That's it from AMS. Thank you so
much.
THE COURT: Any further questions in the nature of
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Cross?

Seei ng none, redirect?

Redi rect.

M5. LOVBARD: Your Honor, given that there are no
addi tional questions, | nove that the wtness' statenent
be admtted as the next exhibit into the record. | think

we identified that as 148.

THE COURT: Yes.

Any obj ections?

Heari ng none, Exhibit 148 is made a part of the
heari ng record.

(Thereafter, Exhibit Nunber 148 was received

i nto evidence.)

M5. LOVBARD: Thank you, M. Pall a.

THE COURT: Thanks for comng in, M. Palla. [
appreciate it.

THE WTNESS: Thank you for the accomrpbdati ons,

t 0o.

THE COURT: Ckay. | understand that we have
another witness we want to get up and off the stand before
| unch.

W want to recall the witness, M. Schlangen.

Wel cone back. Ckay.

M . Rosenbaum if you can do this as well -- who
has questions for this wtness?

MR. ROSENBAUM  Your Honor, | think if there's
anyone el se who wants to ask the w tness questions, he's

avail able --
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THE COURT:  Yes.

MR. ROSENBAUM -- for cross-exam nation.

THE COURT: Does anyone el se have any questions
for this witness?

Does AMS have any questions for this witness --
oh, yes, M. Hancock.

CROSS- EXAM NATI ON

BY MS. HANCOCK:

Q Good norning, M. Schlangen. Again, | just had a
coupl e questions | want to tal k about you with your
producer hat on and tal k about your operational expenses.

Have your operational or input expenses increased?
And |I'mtal ki ng about -- yeah, maybe we ought to start
there. Have your operational costs increased?

A. Yeah. Well, that's pretty clear they have
gradual ly increased over the | ast nunber of years. But, |
nean, the last three years a |lot of things have really
increased a | ot.

Q Thi ngs such as | abor?

A Labor's a big deal if you can even find it. And
ot her supplies, cleaning supplies, things you use on the
farm you know, that -- just a lot -- everything is higher
t han what it was.

Q And you have seen a greater increase over the |ast
three years than what you have seen historically; is that
right?

A. Yes, | would say so.
Q And -- and that also would include things such as
TALTY COURT REPORTERS, INC. 2645
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your feed costs?

A. Feed costs have -- you know, we grow nost of our

own feed, and feed costs have been gone up and down over

the years. They were actually higher a year ago than what

they are now. They have cone back sone.

But generally speaking, feed costs and mlk

prices, they go fairly well together, just because --
there's usually a lag in that, the mlk price, so to
recover, if feed prices really go high, but -- but the
i nputs to produce that feed have gone up, whether it's

fertilizer, chemcals, fuel, everything. So generally,

yeah, costs have gone up.

Q Ckay. And you just nentioned fuel. Your

transportation costs have gone up quite a bit, haven't

t hey?

A. Yeah. Well, just about everything has a surcharge

on it now of one thing or another. But, yeah, fuel

prices

have gone up. They too can go up and down, but we're just

waiting to see if they will ever go down again because we

had -- we had better fuel prices a few years ago.

Q And -- and just -- if we just | ook back over
| ast 23 years, that it's fair to say that transportation

costs have continued to increase over that tinme; is that

right?

A. | would -- | would say so

Q And is your farma G ade A farnf
A Yes, it is.
Q

Does it cost you nore today to maintain that
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standard versus what it cost you 23 years ago?

A. Wel |, everything costs nore. W put in a robotic
m | ker in 2010, and we actually had to switch out a bunch
of the valves. It canme in from Canada, and it was okay to
use there. But with our regulations here, it wasn't okay,
and we had to switch those val ves over to make it
conpliant with -- with here, so -- but, | nean, if you
| ook at a |ot of other things that have cone into play
with the farmprogram the EU somatic cell count
situation -- you know, and then, again, the cleaning
equi pnent -- cleaning chemcals and different things to
keep your operation so it is Grade A everything has gone
up sone.

Q Ckay. And you nentioned, you know, installing the
robotic mlker and the cleaning chem cals and sone of the
those extra itens that are required in order to maintain
that status. Any other itens that you can think of that
go into your operation -- your farm ng operation to
mai ntain that G ade A status?

A "1l probably think of sonme when |['mon ny way
honme, but | can't think of anything right now

Q "1l think of sonme things when | | eave as well.

Ckay. So where you are |located in the Upper
M dwest, have you seen any of the Cass | plants close in
t hat area?

A. | amin Central Mnnesota. | -- we hear, yeah,

there are sone that have cl osed over tine, but none that

are right in my |ocation.
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Q Ckay. Have you seen any additional costs that you
or your that your fell ow nmenbers have experienced in
trying to serve the Cass | market?

A. Well, the fact is the Class | nmarket is actually a
really small part of our co-op and our m |k usage. And
the costs for supplying any market has gone up.

So, yeah, you try to, you know, reduce the cost as
much as possi bl e, whether you do that through mlk swaps
or, you know, supplying mlk to plants that is a | ong ways
for soneone el se and you can -- you can swap with them
It's -- any way you can help reduce costs that -- if
you're burning up fuel, that noney is gone and nobody gets
it, so you work together with other co-ops to --

Q And that's one of the concerns when you are
serving plants that would be |ocated farther away are
t hose additional transportation costs?

A. Wel |, absolutely. Yeah.

Q So | just want to be clear in this. | think you
touched on this earlier, on sone of the proposals from
National MIlk. But does AVPI support National MIKk's
Proposal 19 for Cass | differential increases?

A. You know, we went over that whole price surface
study, and we saw the nunbers that cane in. And | guess
|"mnot in a position to say that -- | believe all those
nunbers are legitimate, but | would assune that if they
have those nunbers, that they -- they can docunent and --
and defend those nunbers as being legitimate in those

areas. But | -- | couldn't say for sure if those are
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really nunbers that -- | guess we support the concept
probably of sone of that, but to know that that's actually
what they believe they need in those areas, | couldn't say
that that's 100% accurate.

Q Ckay. So you don't have any information to
suggest the nunbers that you saw were inaccurate, right?

A. No, | don't. It's just that when | hear about
t hose nunbers, and really nost of that includes just
haul i ng costs, and then | hear about the Make All owance
nunbers that include all these other costs, | don't think
the request for Make Al l owance changes are anywhere out of
line at all if those nunbers are as legit as they say they
are.

Q Ckay. And the nunbers that you | ooked at when you
were working with National MIk for the O ass |
differentials, as long as the nunbers could be supported
with the data that was put into the record, you woul d
support those increases?

A You know, | would think so. | would think and --
but there, again, you know, if you are going to del ay
i npl enment ati on of these other things, do you -- do you
kind of do that -- everything gradually or do you do
everything together, you know, nmaybe nore quickly?
don't know.

Q And do you have a position on that?

A It is really hard because | think we all got to,
you know, be careful about our whole industry, and we got

to find a way to get to a point where it's fair across the
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country for farmers. And, you know, we have been |iving
inthis, what we -- | believe is unfair to manufacturers
for along, long time. And | knowit's going to be hard
to wait for very long to get those nunbers fixed because
that affects what we do as far as investnent and expandi ng
our capacity and different things |like that to provide a
mar ket for our nenbers.

So it is not going to be an easy thing, but |
guess that's why we're doing a hearing and why we're
trying to get all the best nunbers out here so that people
can nmake good deci si ons based on those nunbers.

Q And if you are just | ooking at your dairy farmng
operating incone, are those pretty -- are those nunbers
pretty tight as well?

A. Yeah. W have been pretty nuch a non-profit this
year so far. But, | nean, we go through those tines, and
| ast year was a good year. W do have the Dairy Margin
Coverage now for every farmin the country on their first
5 mllion pounds of mlk, which is hel ping us through.

But, yeah, the margins are relatively tight. They
have been. Sonetines you do better than others. But so
far this year | would say nost people are -- are
struggling. And there's a lot of farns that are selling
out and they have had enough.

Q Yeah. And then on National MIk's Proposa
Nunmber 13, reverting back to the higher-of on the nover,
do you support that proposal as well?

A. You know, that's sonething that | -- we thought
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was working pretty well before it got changed on -- in the
first place. And it's pretty clear, if you look in
hi ndsi ght, that that's not -- not sonething you should
probably do through legislation. It should be done
t hrough a hearing process, because when you do those
things, it affects other things. And | think this is an
exanpl e of what can happen when you | egi sl ate sonet hi ng.
And, of course, nobody predicted a pandenmic to really
throw a wench into it really big. But, yeah, | think
that's why you need to go through a hearing process to
make those decisions, so that everything kind of works
together and -- and you conme up with a good outcone that
people can live wth.

Q Okay. And now that we are here in this hearing,
woul d you agree or support National MIk's proposal to go

back to using the higher-of as the nover for the d ass |

pricing?

A. It seenmed |ike the higher-of had been working in
the past. | know there's -- there's tal k about risk
managenent and issues with -- wth that also. But, you

know, it just seened |i ke that had been working pretty
good.

Q It hasn't been working that great since it has
gone to the average-of; is that fair?

A Wll, it did for the first six nonths or so. It
actually looked like it was a real good thing to do until
t he pandemc hit.

Q Uh- huh.
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A. So it just changes everything. And so | don't
know going forward through -- | don't know what's going to
be normal going forward, exactly. But | think higher-of
has seened to work pretty good in the past. And | guess |
don't know, unless there's a better idea that, you know,
could fix this going forward.

Q Ckay. | really appreciate your tine today.

M5. HANCOCK: Thank you.
THE W TNESS: Thank you
THE COURT: Further questions other than AVS for
this witness?
Seei ng none, ANS.
CROSS- EXAM NATI ON
BY M5, TAYLOR
Q Good afternoon
A Good afternoon.

Q Thank you for comng to testify today.

A. Yep. You're wel cone.
Q | have got questions to ask you on the producer
side -- with your producer hat and sone on the plant hat.

I f there's questions on the AMPI plants, that you can't
answer, that's fine. | was just curious if there would
per haps be another wi tness from AMPI that m ght be com ng

|ater to testify kind of on the plant side of the house.

A | don't know if we have anyone.

Q Ckay.

A. It depends what the questions are if --

Q Wll, 1'lIl give it atry for you, and we'll see
TALTY COURT REPORTERS, INC. 2652
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where we go.

A. Ckay.

Q | think you stated in some of the questions that
85% of AMPI's milk goes to your own plants, and then you
sell the rest either to fluid plants or other Class Il

plants; is that correct?

we're in the ballpark there.

Q Ckay. Do you know about how nuch m |k AMP
mar kets on behalf of its nenbers a year?

A. That woul d be that bal ance, whatever that woul d
be.

Q | neant in totality. Wat would 100% be if you
happen to know t hat ?

A Ch, total mlk?

Q Uh- huh.

A. About 5.7 billion pounds a year.

Q And do you know how many enpl oyees AMPI has in
totality as well?

A That's a good question too. It's in that 1200

couldn't find people to help. So I don't know exactly
but --
Q Ckay. That's a good esti mate.

cheese, you produce barrels and 640s, you do not produce

A. That woul d be ny guesstimate on that, but | think

And | heard you say that of your plants producing

range, | think. But, | nean, we have -- we have al so nade
i nvestnments in robotics and -- and, you know, different
t hi ngs that reduce those counts because you -- you just
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40- pound bl ocks; is that right?

A Correct. Yes.

Q And of those plants that produce those products,
can they do either, or are sone of themjust dedicated to
one?

A For the nost part, |ike we have a Paynesville

plant that's just barrels. JimFalls, Wsconsin, are just

bl ocks. I n Sanborn, lowa, we're trying to work with sone
things to possibly nake sonme -- have sone nore flexibility
there. But we -- at this point we produce predom nantly

bl ocks out of that plant.
Q Ckay. Thanks.

| want to focus first on your statenent that is
mar ked 147, and that's in regards to dropping barrels. So
we'll start on that topic.

You say that noving to pricing Cass Il 100% on
bl ocks woul d conplicate mlk pricing for barrel cheese
manuf acturers. And | just wanted to see if you could
expand on that. W' ve asked questions of w tnesses
previously in the hearing of what would the inpact be to
barrel makers, you know, who currently your price -- the
Class Ill price at |east has sone representation of
barrels in it, and under Proposal 3, it would obviously
only be blocks. So what would you think the inmpact woul d
be to you all or to AWPI?

A Well, | think there would be a |ot of uncertainty
as far as where that barrel price would be, and it

woul dn't be included then in what the real cheese market,
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t he cheddar cheese market, should be, even though --
because barrels is a pretty significant amount of cheese
produced in this country, and there's a possibility that
that could increase over tine with -- we're | ooking at
nore processed cheese going out of the country to other
parts of the world, that they all use barrels.

And | just think it's risky to renove barrels

conpletely. | think it would be safer to -- you know, to
give thema -- a weighted ratio or whatever with bl ocks,
because they are still a huge part of the cheddar market,

and if you want a real honest value of what cheddar cheese
is worth, | think it has to i nclude barrels.

Q Wuld you say if -- does AMPI already have trouble

paying the Class IIl price because it's --

A well, it --

Q -- it has blocks init?

A. | would say, in nost cases, we would be better off
selling mlk at a Class IlIl price than we woul d be running

that m |k through our plants and making Cass |11

products.

Q Ckay.

A. Because the value, the costs are not correct in
that Class Ill price and -- but on the other hand, you

can't do that. You have to make the products that your
custonmers want.

But, yeah, if we had the option to just sell mlKk,
you know, who would own a plant if they could sell off an

overstated Class |IIl price?
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Q But that's the service you offer your nenbers is
to make sure you have a place to put it?
A Vell, that's --

Q As a co-op?

A. Well, that's a big deal

Q Ri ght .

A Yeah.

Q Si nce you nmake or AMPlI makes 640s, |'ll ask you

sort of an unrel ated question.

We have a proposal that's being heard at the
hearing to add 640s to the price survey. Do you know i f
AMPI woul d support that?

A. You know, | couldn't say that for sure one way or
another. | just know that the 640s we already sell are
based off of the 40-pound bl ock market.

Q Ckay.

A. So it isreally all related anyway as far as, you
know, price discovery. So | don't know if that would
change anything in that formula, but it would -- yeah.
They are definitely connected to the 40-pound bl ock price.

Q Okay. Thank you

We have had testinony earlier that tal ks about the
spread between bl ocks and barrels, and it's been very
vol atile. The range has been |arge since 2017. And I'm
wondering if you could speak to how the inpact of that
volatility -- spread volatility has inpacted the co-op.

A. Well, that's -- that's been a big deal. W're

lucky in a way that we do have one barrel plant that we
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can -- you know, we can produce barrels and deal wth that
price and the other three are pretty nmuch bl ock pl ants.
The only thing is you can't just switch over if blocks are
ahead by $0.20. That's $2 a hundredweight. You can't
just say, well, we're going to swtch over to all bl ocks
now because your custoners need your barrels.

So, | nean, to have flexibility would be hel pful,
but you al so need to have custoners -- you know, you have
to keep your custoners happy with the products that they
are | ooking for.

So there are tinmes when barrels are ahead of
bl ocks. There's tinmes when bl ocks are ahead of barrels.
| think a lot has to do with what has conme on over the
last five to eight years as far as capacity around the

country, and it will continue to do with what's com ng on

as we go here, on -- are there nore bl ocks com ng on now
that will offset it the other way.
But to -- to nake those two totally unrelated and

take the barrels out conpletely I think would be risky and
be a m st ake.

Q Ckay. We have had other cheese -- or cooperatives
t hat produce cheese testify that if we renoved barrels
fromthe price survey, that there would be a transition
period, but it is their belief that eventually barrels
woul d just be priced off of blocks. | was wondering if |

coul d get your thoughts on that sentinent.

A. | s that sonething they woul d guarant ee?
Q | don't believe they could guarantee it, but
TALTY COURT REPORTERS, INC. 2657

taltys.com - 408.244.1900


http://www.taltys.com

© 00 N o o A~ W DN P

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

TRANSCRI PT OF PROCEEDI NGS Sept enber 07,
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

that's what they testified to.

A. | nean, would they say, okay, we'll do this, and
t hen eventually, barrels will be $0.03 under the bl ock
mar ket because that's where they bel ong?

You know, | think market is going to determ ne

2023

what the market price is for those products. And you have

a barrel market, you have a bl ock nmarket at the CME, and
they are separate, and | think it's going to depend on
supply and demand on both of those products to figure out

where those markets are going to land. But in all and

all, they both produce cheddar cheese, and they all shoul d
be part of pricing -- mninumprices for cheddar cheese.
Q Ckay. So | want to nove to your Make Al |l owance

di scussion. A question on your cooperative, you talked
about how you have eight plants to put your nenber mlk

t hrough. And obviously, you offer that -- | nean, that's

a service to your nenbers to help balance their supply and

nmake sure there's a place for it to go. Does AWPI bal ance

m |k for any nonnenbers or other cooperative nenbers when
needed?
A Real |y we just have capacity for our own nmenbers.

W really don't have any ability to bal ance because we

have actually -- we have cl osed bal ancing plants. W have

closed smaller inefficient plants that were there when we

needed themto -- you know, when all of a sudden the fluid

mlk people didn't want mlk for bottling, you got to find

a place to put that mlk. And we're so limted now It's

because we couldn't invest and we couldn't afford to keep
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those -- those plants running at |lower than full capacity,
or if -- even if they were just a smaller plant, running
themat full capacity.

Q Thank you.

On page 2 of your statenent, and that's
Exhi bit 146, when you are tal king about the inaccurate
Make Al l owance, or current manufacturing all owance | evels
in our formulas, and you said: "Sinply put, it has becone
a system based on bad math."

And | think I know what you nean, but | don't |ike
to assune things. So can you expand on that statenent and
what you nean by that, "bad math"?

A. Wel |, basically the products we make supposedly
set the market price for, in our case, Cass III. If
t hose nunbers generated from you know, this kind of a
formula price, don't use the right nunbers in the fornula,
the formula price is not going to be right. And that
creates a trading situation with a price that's inaccurate
and bad math. | nean, really, a lot of those -- when the
Class Ill price is overstated by a certain anount, it
nmeans everything that gets sold off of that Cass |1l
price is overstated.

Q And when you say it's overstated, that's because
t he manufacturing all owances, in your opinion, are not
accur at e?

A. Absol utely, yes.

Q Later on that page you tal k about when

"underestimati ng processing costs used to detern ne
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Federal Order m | k conponent val ues, inaccurate price
signals are sent to the nmarketplace that may |l ead to a
m sal | ocati on of capital and resources."

Coul d you kind of expand what you are thinking
t here?

A The thing is -- | nean, as a co-op, you are always
| ooking for ways to add capacity, get better return for
your farnmers through maki ng hi gher val ue products. But if
you can't afford to do sone of those things and foll ow
through with them then you got to do sone other things.
It would be like wire tying sonething together on a piece
of equipnent to try to linp along and try to keep things
goi ng.

And, you know, we just -- there's a |lot of things
you can't afford to do that you would really like to do,
that would be a good return for your farm all -- your
farmers and their mlk. But, yeah, it's -- so you end up,
you know, doi ng whatever you possibly can. And sone of
t hose investnents will probably pay off in the short-term
but they are not a |ong-term answer.

So it really puts your handcuffs on you as a
cooperative to nove in a direction you need to nove in
order to be there for the next generation of dairy farns
or to be there for the dairy farners that are in business
right now that want to grow, so --

Q And on that investnent piece, | think -- | don't
know where it is now. Sonmewhere in your statenent you

t al ked about how AMPI has put sone investnent into your
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plants. Do you know when that occurred?

A. We have done a |lot of investing in our plants over
the | ast ten years. Every single one of our cheese plants
has brand new cheese technology for nmaking to get -- you
know, maki ng cheese and getting the best return, the best
yields, the best quality cheeses out of there. So we have
done a lot of investing as best we can.

But those are really small itens conpared to a --
if you wanted to build a new plant, for exanple. | nean,
you are tal king -- any one of our cheese plants woul d cost
$400 mllion to build, to build a brand new -- and it's
li ke that's just out of our reach because of -- there's
not enough return to -- to ever pay that back.

Q So if I can put that in -- what | have heard in
kind of a sinple way, right, it's Iike a Band-Ad
approach?

A. That's kind of what | neant, | think.

Q Ckay. Yeah.

On the next page 3 is where you discuss "narket
prem uns have been replaced with significant reblends
across nmuch of the country.”

And | wanted to talk about Iike -- about AMPI.
Does AMPI reblend to its producers?

A. You know, | don't know what we all do to try to
pay the best we can for the mlk that we receive. But we
pretty much bring the mlk in. W nmake it into the
products. Then we supply our custonmers. W try to get

t he best price for those products. And then we try to pay
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our farnmers as best we can based on those returns. And we
have real costs involved wth that that are not included
in sone of your other pricing formulas that we don't have
a choice but to deal with

Q So on the -- on your producer mlk check side,
then you woul d see sonething |less than blend prices in
order to help your co-op on the plant side?

A We generally woul d see whatever the value of our
mlk is based on the conponents that we have in it and
what we can get out of those conponents with the markets
we have and the costs that we have.

Q Does AMPI ever choose to not pool mlk in order to
try to help recoup sone of that noney?

A. Well, there's tinmes that we have -- have al ways
depool ed their mlk in different orders just because it
makes sense, it is the best return for your co-op. |
guess it's just sonmething that's been going on forever.

It has just been really exaggerated -- or really increased
and magnified over the last five years here.

Q The last five years. Ckay.

If we were to increase Make Al |l owances and adopt
t he | DFA proposal that AMPlI supports, how do you think
that would be -- or inpact your m |k check as a producer,
not on -- as how AMPI's bal ance sheet is on the plant
side, but you as a producer?

A. You know, that will either give us the option to
put nore noney on the mlk check or invest nore noney in

our plant capacity. Because of the conpetitive nature of
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it all, that we will have a better chance of conpeting
with folks that are just selling off that Cass Il market
price, and hopefully we would be able to invest nore in
our supply plants and |let our farnmers grow, get nore
return, better return for those farmers and, you know,
just have a brighter future for all of them

Q Ckay. And we have had testinony previously in the
heari ng about other new plants comng online, particularly
next year. And so | wanted to get your thoughts on that.
And as | asked an earlier witness today, I'mtrying to
ki nd of bal ance how on one side we hear the discussion
t hat Make Al l owances are low, and so that's preventing
pl ant investnment, but then at the sane tine we have
testinmony testifying that there's new plants com ng online
soon. So just trying to square those two things, and |
didn't know if you had any thoughts on that.

A. And | guess | don't know where the capital is

com ng for those new plant expansions. But from what

we -- what we see in our experience, it isn't comng from
the return on those plants. But tinme will tell, | guess,
what their returns wll be. You know, plants get nore

efficient as they get bigger also. But they also have a
| ot of expense to depreciate over tinme, and that's got to
show up sonewhere.

But | think in many cases, there is sone outside

nmoney that could help to expand, and | woul d be happy

to -- to help anyone that wants to hel p us expand our
plants. |If they want to -- want to donate some noney, we
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woul d be happy to --

Q Wel |, you are being broadcasted, so maybe soneone
wi || hear that too.
A " mnot going to hold ny breath, | guess.

Q You al so tal k about how a | ot of cooperatives have
installed production |imts. Has AMPI had to that for its
menber s?

A. We actually just did this year, yes.

Q Ckay. So they have a base?

A. It's a base/ excess plan. So, yeah.

Q Ckay. And is that a result of lack of plant
capacity, since you tal k about you only have about
eighty -- plant capacity for about 85% of your m | Kk?

A. Yeah. And that's, you know, as productions cone
up sone, we mght have nore production actually than --
than plant capacity by -- it mght be even nore than that
extra 15% But there's a nunber of factors in that.

But, yeah, until we have the ability to invest
nmoney and grow our plant capacity, right now, we really
have to wait for farners to sell out to -- to allow others
to grow, because we are limted on plant capacity. So --
you know, for decades it was best to have an extra 15% of
your mlk to sell off to people that needed extra mlk for
this or that or the other thing. W have gotten to a
point this |ast year where any extra mlk was going to
cost you dearly. And we have even seen conpetitors that
are not co-ops actually just draw a circle and cut farners

off and say, find a new nmarket, and they would actually
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then go ahead and buy the surplus mlk at a discount and
do very well with that.

So it's not been a pretty -- pretty sight,
especially this last half a year or a little better.

Q Can you talk a little bit about AMPI nenbers
and -- and | guess the inpact of these small margins they
have had? Have you seen a |lot of AMPI nenbers having to
go out of business, just they couldn't l[ast any |onger?

A. Well, there's -- there's sone that they can't | ast
any longer. There's sone that just don't want to put up
with it anynore. They are probably at an age where they
are not going to invest nore to stay in the business. And
t hey have known that over the years it's been really tight
margi ns. Thank God we have a really good safety net for
our first 5 mllion pounds of mlk per farm That's
actually kept a ton of farmers in business this year,
probably including nyself, that we need there -- to be
there for the future.

But, yeah, it's been -- it's been chall enging.
And there's no doubt about that.

Q At the bottom of page 3, and this is where you are
tal ki ng about Dr. Stephenson's study and how AMP
participated in that. And you wote that "these
pl ants" -- and you are tal king about the 18 cheddar plants
in the Stephenson study -- "produced an average of
122 mllion pounds of cheddar cheese annually, well above
t he average cheddar production per plant in this country."”

And | just want to make sure |'mclear on what you
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nmean there, is that that's -- you would say that that is
wei ghted nore towards a |l arger plant than the smaller side
of plants?

A. Well, to me, 122 mllion pounds of cheese woul d
equate to about 1.2 billion pounds of mlk per year. And
our plants are in that 950 to a billion pounds of mlKk
that they will take in a year's tinme if they are a
3-mllion-pound-a-day plant, so -- it's really -- really
cl ose to what we average, that those -- those nunbers cone
back at averaging.

Q Ckay. So your plants are a little bit smaller
t han the average --

A. Pr obabl y.

Q -- in that study?

You tal ked about how AMPI's costs have gone up and
the results of this Stephenson survey. Have you | ooked
at -- or has AWMPI | ooked at the Stephenson results and
your own plant costs to see kind of how they line up on
the cost side? | know we just talked about it on the
capacity side of what was represented in the survey. But

have you conpared the cost side of the equation?

A Bet ween our plants?
Q Bet ween what you actually experience in, say, the
average of what -- what Dr. Stephenson put out in his

| at est survey?
Are those -- | guess what |'masking is, are those
nunbers representative of your cost or you have hi gher

costs than kind of what his nunbers show? Just trying
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to --

A. | think those nunbers show that we're really close
to average of what's -- what's considered an average cost
to make cheddar cheese around the country and in those

size plants.

Q Ckay. You have a statenent in here, and I'll read
it: "The high I evel percent change for AMPlI bul k cheese
products is 47% hi gher in 2022 than 2028" -- "2008,"

excuse ne?
|"mjust -- I'"mnot clear on what you nean by the
"“hi gh | evel percent change."

A. To nme, that would be really the overall increase
i n expenses over that tine. W don't want to, you know,
di vul ge too nmuch information, but | think that's a pretty
good estimate of what our costs have gone up.

Q Ckay. So your costs, on average, have gone up --
AWPI's is costs -- about 47% over the 2008 cost?

A. Yeah. And that woul d be costs on a per pound
basis, | believe, and not overall costs because we're
going to have the efficiencies that we gain also with
putting in new equi pnent, so --

Q And the next sentence reads: "GCeneral plant
expenses are up 62%"

s that just a subset, is what you pulled out
there or --

A. Well, to ne, that would nean that we gai ned sone
efficiencies, otherwise we would be at 62% i ncrease on

overall costs. W were only 47% i ncrease on overall costs

r TALTY COURT REPORTERS, INC. 2667
taltys.com - 408.244.1900



http://www.taltys.com

© 00 N o o A~ W DN P

N NN N NN NNDNDNRR R R R PR R B R
© N o O W NP O © 0N O 00 BN~ WDN R O

TRANSCRI PT OF PROCEEDI NGS
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

per pound because of the efficiencies we gained -- | nean,
overall costs to the plant are up 62% but that's
probably, you know, spread out over nore -- nore pounds of
product produced.

Q More than just the bul k cheddar?

A Yeah.

Q Ckay. That's clear now. Thank you

| know you have tal ked about your cost increases,

and we have all experienced the kind of large increase in
inflation over the past year or two. Do you think those
cost increases have accelerated in the |ast year or two,
kind of all that inflation and maybe before that period
they weren't quite as high? Trying to see what percentage

of that cost we can attribute to just the |ast two years

i nflation.
A You know, it would be hard to really quantify
that, but I -- | think we have seen costs gradually

i ncrease up until when the pandemc hit, and at that point
we saw supply chain issues, we saw i ssues getting
packagi ng and ingredients and a | ot of things, and | abor's
been increased dramatically since then. So it's really
accel erated the | ast couple years, for sure, two to three
years, on al nost everything.

Q Ckay. O her co-ops' w tnesses have tal ked about
how any sudden increase in producer checks -- so |arger
t han what National MIk is proposing, so the |IDFA
proposal, for exanple -- would be destructive and result

in farms closing. And it doesn't seem|i ke AVPI has that
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sanme concl usi on.
" mjust wondering if you can tal k about that
about, why you -- you mght not find it as disruptive
if -- since you are supporting the | DFA proposal .
A. Yeah. And | think | understand your question, and
| think it's probably because, you know, 80 to 90% of our
m | k goes through our cheese plants, and we get what we

get for that already. So we're really only affected if

the Class Il would get changed or Make Al |l owance woul d
get changed. It would only be affecting the other
percentage of the mlk that was sold off that -- those

markets. So we are already living those costs. They are
out of our mlk check already. Were folks that are
depending on the Cass IlIl sales, they are not out of

t hose sal es.

Q Ckay. | understand. You are either living it --
you are living it -- as a producer you are living it
t hrough either deducts in your mlk check or -- sonehow

t hat noney cones out of the co-op, either whether it is --
sonehow that noney is out of your producer check as it is
now?

A Yeah. And it's a challenge to bal ance that
because, of course, producers want to get paid nore, but
you al so don't want to | ose your co-op and your narket for
your mlk. So you got to make sure you keep that co-op
healthy and -- so that is there for the future. But at
the sane tinme, you' ve got to be as conpetitive as you can
be.
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Q |"'msorry. |I'mnot distracted, | just get
guestions fromlike |lots of other people sending ne
guestions. So I'mtrying to keep track of everything
organi zed. Make sure | don't m ss anyt hi ng.

Let's see.
M5. TAYLOR: | think M. WIson has a question.
CROSS- EXAM NATI ON
BY MR W LSON

Q Good afternoon

A Good afternoon, Todd.

Q On the top sentence on page 5 of the Exhibit 146,
you tal k about the prices paid by unregul ated conpetitors.

| was just trying to figure out, is this
unregul ated -- FMMO unregul ated? |Is it unregul ated
mar ket s?  What ki nd of unregul ated conpetitors are you
t hi nki ng about in this sentence?

A. | would assune that's conpetitors that are not in
t he Federal Order system

CROSS- EXAM NATI ON
BY MS. TAYLOR

Q We have a team of people and they rem nd ne of the

guestions | forget to ask.

| did want to ask you as a producer, if your farm
woul d neet the Small Business definition, which is farns
producing -- or earning $3.75 mllion or less in gross
revenue a year.

A Easily. Yes.

Q And coul d you speak to what kind of the farm sizes
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of other AMPI producers? | think you said you had 60

cows. \What's the range of --

A. We have farnms of 12 cows up to 10,000 cows.
Q Ckay.
A And everything in between.
Q Everything in between.
M5. TAYLOR: | think that's it. Thank you so
much.

THE W TNESS: Thank you.
THE COURT: M. Rosenbaum
REDI RECT EXAM NATI ON
BY MR ROSENBAUM
Q St eve Rosenbaum

s AMPI 100% G ade A?

A. | believe we are. Yeah, there was a tinme we had
sone Grade B, but we -- we went to 100% G ade A

Q And | think | neglected to -- at the early stage
-- to ask you for your work address, which we're supposed
to have for all of our w tness.

A Yeah, there we would use the AMPI hone office
address, which would be New Um M nnesot a.

Q |s there a street address associated with that?

A. It's Broadway Avenue. | don't know what exactly
t he nunber woul d be, but you can't mss it.

MR. ROSENBAUM Well, | love to end things with a
hunor ous question and answer, and at this point I would
sinply nove 146 and 147 into evi dence.

THE COURT: Any objections?
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Heari ng none, Exhibits 146 and 147 are nade a part
of the hearing record.

(Thereafter, Exhibit Nunbers 146 and 147 were

received into evidence.)

THE COURT: Yes, nma'am

M5. LOVMBARD: Yeah, your Honor. W would like to
ask you and the other parties to consider taking a shorter
unch. | know that we're pretty far into the day. W
have two farnmers who still need to testify, and they are
trying to nmake it back to the farm So I don't knowif a
30-m nute lunch or shorter lunch optionis --

M5. TAYLOR: | think the issue is we have got to
bal ance our court reporter, give her a break.

M5. LOVBARD: Ch, yes.

M5. TAYLOR: W are running her already pretty

hard for a | ot of days, so --

M5. LOVBARD: | defer to you guys.
M5. TAYLOR. | think that's going to be an issue.
| don't know what the tinme constraints are. | don't know

the specific tinme constraints that you are tal king about.

THE COURT: | think we have said in the notice --
not we, not ne, but you all -- we said sonething about a
one-hour lunch, too. So | -- | understand we'll do the

best we can to accommopdate the dairy farners, they are
inmportant to us, but I think with we probably need a --
"' msorry.

M5. LOVBARD: We have two left, so -- and | was

going to originally propose that one go before we break
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for lunch, but | know that we're -- again, it's -- it's up
to you guys. M understanding is that Paul needs to get
back as soon as he can.

No, he's not flying, so he's not catching a
flight.

THE COURT: Let's go off the record.

(O f-the-record.)

THE COURT: We'll conme back on the record. Break

for lunch until 1:40.

(Wher eupon, the lunch break was taken.)

---000- - -
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THURSDAY, SEPTEMBER 7, 2023 - - AFTERNOON SESSI ON

M5. LOVBARD: Jill Lonbard representing Dairy
Farnmers of America, introducing a second DFA farner-owner,
who is here to testify today.

Your Honor, | would ask that his w tness statenent
be marked for identification, that's Exhibit DFA-1. |
think that will be 149.

THE COURT: Yes. So nmarked.

(Thereafter, Exhibit Nunber 149 was narked

for identification.)

THE COURT: Pl ease raise your right hand.

M5. LOVMBARD: Thank you.

PAUL W NDEMULLER,

Being first duly sworn, was exam ned and

testified as foll ows:

THE COURT: Your wi tness.

M5. LOVBARD: Thank you.

DI RECT EXAM NATI ON
BY MS. LQOVBARD:
Q M. Wndenul l er, can you pl ease state your nane
for the record?
A. Paul W ndenmuller, P-A-U-L, WI-NDEMUL-L-E-R
Q Thank you.

Pl ease state your business mailing address for the
record?

A 1405 North 98th Street, Kansas Cty, Kansas,
66111.
Q Thank you.
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| understand that you have prepared a witten
statenment for your testinony today. Wuld you please read
that statenment at this tine?

A. Yes, | wll.

My name is Paul Wndemuller, and | appear before
you today as a first-generation farner and the sol e owner
of Dream Wnds Dairy, LLC, l|ocated in Coopersville,

M chigan. Together with my wife, we started our farma
decade ago with a nodest herd of 30 cows, which has since
grown to 260 cows in a state-of-the-art, robotic mlking
facility.

My journey into the agricultural world began at ny
parents' farm equi pnent deal ership, where | was inmersed
in the foundational principles of farmng. This
i nval uabl e experience nurtured ny passion for agriculture
and |l aid the groundwork for an understanding of and a
commtnent to the industry.

Today, ny famly lives on our farmwhere ny wfe
and | homeschool our six children, providing themwth a
nurturing environnment that fosters both academ c growth
and a deep connection to agriculture and the community.

| amnot only a dedicated farnmer but also a
farmer-owner of Dairy Farners of Anmerica (DFA), and ny
commitnent to the cooperative has led ne to serve in
various | eadership positions, fromarea delegate to
M deast Area Council Board Menber.

Moreover, | hold a Series 3 commodity broker

license, which | acquired to better serve ny clients with
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ri sk managenent strategies in ny niche farmconsulting
busi ness. | also have experience in dairy construction
proj ects across the country, including general
contracting, which has enriched ny know edge of the

i ndustry.

Beyond the U. S., | have explored the gl obal dairy

i ndustry attendi ng conferences and i ndustry events in

countries |ike New Zeal and, Vietnam Singapore, France,

2023

and the Netherlands. These international experiences have

br oadened ny perspective and inspired innovative

approaches to our dairy practices.

Dream Wnds Dairy, LLC, is not just an enterprise;

we strike to make it a pillar of our local comunity. W

take great pride in contributing to the financial

prosperity of 40 |ocal businesses and nei ghboring farnms on

a nonthly basis. W stay involved by hosting comunity
events, 4-H neetings, and school tours, as well as
vol unt eeri ng over 400 hours annual ly.

Now, | am here today to |lend ny support to the
five proposals put forth by the National M|k Producers
Federation (NVWPF). These proposals address criti cal
i ssues inpacting the dairy industry, and | believe they
nmerit serious consideration.

They are:

(1) Limt the Make All owance increase to NWF' s

proposed | evel s;

(2) return to the higher-of in the calculation of

Class | nover;
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(3) Elimnate 500-pound barrel cheese pricing
fromthe calculation of the Class IIl protein price;

(4) Increase and regularly update skim conponent
tests used to determine the Federal M|k Mrketing O der
skimmlk price;

(5 Adopt NWPF's Class | price differenti al
pr oposal .

Over the past year, our farm has faced
consi derabl e chal |l enges as have many dairy farnms in our
community. Despite rising production costs, the pay price
reflected in ny mlk check has plunmeted by $8.62 per
hundr edwei ght over the last 12 nonths, placing significant
financial strain on our farm Qur input costs,
particularly feed and | abor, have surged dramatically
since 2020. Further squeezing our farms profitability.
Additionally, mlk hauling rates have increased by an
astoni shing 300% over the last nine years, increasing from
$0. 45 per hundredwei ght to $1.38 per hundredwei ght,
creating an undue burden solely on farnmers |ike us.

Wil e | understand the necessity of adjusting
Make Al l owances fromtine to tinme, | urge the USDA to
carefully consider the inpact on dairy farmmlk prices
and the overall profitability of dairy farns when
i npl ementi ng such changes.

The nore nodest adjustnents to Make Al l owance --
to Make All owances proposed by NVPF, which anount to about
$0. 50 per hundr edwei ght reduction in producer pay prices,

are reasonabl e and preferable to the nuch | arger increases
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suggested by International Dairy Foods Association and the
W sconsi n Cheese Manufacturers Associ ati on.

The | arger Make Al |l owances -- excuse ne -- the
| arger Make Al |l owance increases woul d jeopardi ze the
viability of our famly farm

Regardi ng the proposal to nodify skimmlKk
conponent factors, | can confirmthe proven and docunented
tests show ng notable increases in ml|k conponents. Year
to date, 2023, our farm averaged 3.9% butterfat, 3.2%
protein, and 5.76% ot her solids.

I n 2018, our conponent averages were
3.6% butterfat, 3.02% protein, and 5.72% ot her solids. W
are proud to have achi eved these increases through better
managenent, better feeding practices, superior cow
genetics, and inproved cow confort.

Qur focus on producing mlk wth higher conponents
aligns with market denmands and has been an integral part
of maintaining a profitable operation. Updating the
conponent factors of the skimmlk fornula just nmakes
sense through this Federal Order hearing process, given
t he on-farm progress toward hi gher m|k conponents on our
farm and across the country.

| would like to inpress upon you the need for an
adequate notification period prior to inplenmenting any
revisions to Federal MIk Marketing Order m |k pricing
f or mul as.

Over the | ast several years, we have del ved

further and further into devel opi ng a workabl e sust ai nabl e
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ri sk managenent strategy for our farm W are diversified
and use several different tools for managing mlk price
risk.

The federal governnment's Dairy Margin Coverage is
an inportant mainstay with our risk managenent strategy,
but it is not the only tool that we use. W also use
Dairy Revenue Protection (DRP) and forward contract prices
up to 16 nonths in advance. W have used both Cass |1
and Cass |V forward contracts to try to stabilize our
mlk price.

I n conclusion, | whol eheartedly endorse NWPF' s
five proposals. These proposals are crucial for the
future success of our dairy business and the |ivelihoods
of countless farnmers across the nation.

Thank you for allowng ne to share ny testinony
today, and | trust that USDA will carefully consider the
concerns and recomrendati ons expressed here. Your support
i n adopting and inplenenting these neasures wl |
undoubt edly strengthen the resilience of the American
dairy industry. Thank you.

Q Thank you, M. Wndenul |l er

MS. LOVBARD: Your Honor, at this time |'ll tender
the witness for cross-exam nation.

THE COURT: Very well. Any questions?

CROSS- EXAM NATI ON
BY DR CRYAN:
Q "' m Roger Cryan for the Anmerican Farm Bureau

Feder ati on.
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Hell o, M. Wndenuller.

A Good afternoon.

Q It's nice to neet you today.

You' ve tal ked about sone of the things you do for
the community, including farmtours, and | understand you
al so do sone farmtours to help folks fromother parts of
the State understand -- Farm Bureau tours to help fol ks
fromother districts to understand how you operate.

And you are active in FarmBureau; is that right?
You' re a nenber and active?

A. Yes, that's correct.

Q Thank you. Thank you for your participation

| know that there have been sonme issues in -- in
the M deast order with negative PPDs and depooli ng,
especially in 2020 and 2021

Can you tal k about sonme of the inpacts that had on
you and your -- your nei ghbors?

A. So during 2020, | was very fortunate for our farm
to have forward contracted through DFA the PPD, and that
was a very big help. W had PPDs that were in the range
of negative $7-plus for a few nonths. And | didn't feel
the effects of that because of that forward contract that
we had as nuch, which was, like | said, a big blessing.
But many nei ghbors in our area had been negatively
affected by that. And there is a | ot of confusion
t hi nk, anong producers of why that took place and how t hat
happened.

Q Thank you.
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DR. CRYAN. Thank you very nmuch. Have a safe
drive hone.
THE W TNESS: Thank you
THE COURT: M. Mltner.
CROSS- EXAM NATI ON
BY MR M LTNER
Q Good afternoon, M. Wndenull er

A. Good afternoon.
Q My nane is Ryan MIltner. | represent Select MIk
Producers.

The mlk fromyour farmin Coopersville, do you
know where it goes on a regul ar basis?

A. Currently it goes to the cheese plant in
St. Johns, M chi gan.

Q Ckay. M dwest Cheese?

A Correct.

Q The only other question | had was about your
statenment at the bottom of page 2 where you said you woul d
like to inpress upon us the "need for adequate
notification period prior to inplenenting any revisions to
Federal M|k Marketing Order mlk pricing formulas."

Wul d you be -- are you looking for a delay in
i npl enmentati on for any change or any proposal or specific
proposal s?

A | put that in there, like | said, and -- | believe
it was the paragraph followng -- sorry, | can't find it
right now -- where | specified that | have had contracts

up to 16 nonths prior to that current tine.
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Looking at -- as | forward contract and | ook out
to do risk managenent, if there are going to be any
nmechani sns that could affect contracts that | already have
in place, that was ny reasoning for maki ng sure that that
was taken notice of, that it wouldn't negatively affect
contracts that were already currently in place.

Q Sois it -- aml -- would | be correct to say that
if the contracts that you do already have in place woul d
be honored according to their current terns, you woul d not
see a need to delay inplenentation of any proposal ?

A. | guess | don't have adequate information to
deci de whether there's any adverse effects to it at this
time.

Q Ckay.

MR. MLTNER  Thank you very nuch.

THE WTNESS: Thank you.

THE COURT: Further questions other than AMS?

ANES.

CROSS- EXAM NATI ON
BY M5, TAYLOR

Q Good afternoon

A Good afternoon.

Q Thank you very nmuch for being flexible today. W
appreci ate that.

Just a couple of questions, | don't know if you
had heard earlier in the day, | asked sone other farners
if they net the Small Business definition of $3.75 mllion

or less in gross revenue a year.
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Wul d your farm need that definition?

A Yes, that woul d be correct.
Q | al so had asked a question of other farners.
Just if you could, you know -- in this discussion, we're

here to tal k about Make Al |l owances this week. And | was
just wondering if you could speak to how your farm has
been inpacted by, you know, the current manufacturing

al l onance levels that | think nost parties in this room
woul d agree that they are -- or would argue that they are
not hi gh enough as to the |evel they should be. That's
under di scussi on.

But just if you had any thoughts on how that has
i npacted you as a producer and a co-op nenber
specifically?

A | would say | don't have adequate information on
t he manufacturing side of the equation. | do know that
t here have been several very large new plants built in the
M deast area in the |ast decade. So to nme, that signals
that there is an opportunity there for processors.

But I do know -- | did sone math, rough math, off
of what the | DFA' s proposed increase would nean to ny
farm Looking at that increase difference between what
NMPF is proposing would actually be -- the difference for
nmy farmon a nonthly basis woul d be double our famly
living expenses, to give you perspective.

Q Thank you.
You tal ked about your risk nmanagenent use and how

you protect anywhere up to 16 nonths in advance, just kind
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of dependi ng on circunstances. | had asked this of other
people just kind of -- | nean, that's your range, but kind
of, what do you -- a sweet spot you |l ook to protect and do
you -- | think our previous dairy farnmer w tness we had
before lunch tal ked about how you try to forward contract
out feed at the sane tine to protect both sides. So if
you coul d speak to that.

A. Yeah. | actually gave that sone thought when you
asked the last producer that.

So | ooking back at ny contracts, they woul d
usually range in the six to 12 nont hs dependi ng on what
type of contract it was. And then |like the fornmer speaker
mentioned, | also do try and lock in our feed. | am 100%
purchased feed operation, so it is very critical to ne to
make sure | have that protection on the feed side as well,
because | don't have the hedge of growing it nyself, so --

Q Ckay. Thank you

And one just kind of technical question. You talk
about on the bottom of page 2 the need for adequate
notification. | was just wondering if you wanted to
define what that would be or are you supporting for the
one piece of National MIk's Proposal the 12-nonth del ay,
and that's what you are tal ki ng about?

A. Sorry. Could you repeat the |ast part of your
guestion there?

Q Sure. | was just -- you tal k about the need for
adequate notification, but you don't define what adequate

woul d be, like that's kind of subjective. So I was
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wondering if you would just kind of give a guess on what
you think is adequate?

A. Yeah. | would speak for nyself, that 12-nonth
mark, and that's where the vast majority of ny contracts
woul d be out. Very few tines have |I |ocked out -- or
| ocked anyt hi ng beyond 12 nonths. | have a few tines, but

very little. So that 12-nonth wi ndow for nme woul d be

sonething that | would look to, as a -- as a definitive
range.
Q Ckay.

M5. TAYLOR: That's it. Thank you so nuch.

THE W TNESS: Thank you.

THE COURT: Any ot her questions?

Redi rect .

M5. LOVBARD: Thank you, M. Wndenuller.

Your Honor, if -- given that there are no
addi ti onal questions, | would nove to admt Exhibit 149.

THE COURT: Exhibit 149 is entered into the record
of this hearing.

(Thereafter, Exhibit Nunmber 149 was received

i nto evidence.)

THE COURT: Thank you, M. Wndenuller, you are
di sm ssed.

THE W TNESS: Thank you

THE COURT: Your right hand, please.

MATT JOHNSCN,
Being first duly sworn, was exam ned and

testified as foll ows:
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COURT: Thank you.

Your Wi tness.

M5. LOVBARD: Thank you.

Again, Jill Lonbard representing Dairy Farnmers of
Anerica, and |'mhere to introduce our final DFA

farmer-owner who is testifying for us today, M. Matt

Johnson.

Your Honor, 1'd ask that M. Johnson's w tness
statenment be marked for identification. |It's Exhibit
DFA-3. It should be Exhibit 150.

THE COURT: Yes. So marked. | think we're up to
150, yes.

(Thereafter, Exhibit Nunmber 150 was narked
for identification.)
M5. LOVBARD. Thank you.
DI RECT EXAM NATI ON
BY MS. LOVBARD
Q M. Johnson, can you pl ease state your nane for
t he record?
A. My name is Matt Johnson. That's MA-T-T,
J-OH NS ON.
Q Thank you.
Pl ease state your business mailing address for the
record?
A. 1405 North 98th Street, Kansas City, Kansas,
66111.
Q Thank you.

And | understand that you have prepared a witten
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statenment for your testinony today. Wuld you pl ease read
that statenment at this tine?
A I will.

My nanme is Matt Johnson, and | ama first
generation dairy farmer from Sout hwest Georgia. |In My
1999, ny father, uncle, and I purchased the farmfrom one
of nmy dad's veterinary clients. The day we took
ownership, we were mlking 350 cows and farm ng 250 acres.
Today, the farm consists of 28 enpl oyees m | ki ng 1400
cows, raising 1250 repl acenent animals, and grow ng
mul tiple crops on approximately 1,000 acres, primarily for
forage for our farm

| am bl essed to serve the dairy farmfamlies of
Ceorgia and Dairy Farnmers of Anmerica through several
| eadership positions. Currently, | reside in DFA' s
Sout heast Area and serve on the Sout heast Area Council as
well as DFA's corporate board. | also serve as President
of the Board of Directors for the Dairy Cooperative
Mar ket i ng Associ ati on.

Additionally, | have the honor to serve as the
Presi dent of the Georgia MIk Producers Associ ation,
representing the dairy farmfamlies of Georgia. | am
al so involved with the U S. Dairy Export Council's Dairy
Trade Envoy, a cohort of farnmers and industry staff
wor ki ng together to hel p educate | egislators on the
i nportance of dairy exports.

| appear today in support of the five proposals

of fered by National M|k Producers Federati on:
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(1) Limt the Make Al |l owance increase to National
M | k Producers Federation proposed |evels;

(2) Return to "the higher-of" in the calculation
of the Class | nover;

(3) Elimnate 500-pound barrel cheese pricing
fromthe calculation of the Class |IIl protein price;

(4) Increase and regularly update the skim
conponent test used to determ ne the Federal O der skim
mlk price;

(5 Adopt NWPF's Class | price differenti al
pr oposal .

This has been a chall engi ng year on our farm
Si nce Decenber of 2022, ny pay price, as reflected in ny
m | k check, has decreased by $5.84 per hundredwei ght. CQur
costs of production have not gone down to the sane degree,
and our dairy's profitability has been reduced
substantially. W have faced significant input cost
inflation since 2021, which are summari zed in the table
bel ow.

| understand that Make Al |l owances are an inportant
aspect in determ ning Federal Order class prices, and from
time to tine, there is a regulatory need to adjust them

That being said, | amdispl eased about the inpact
on ny mlk price when Make Al |l owances are increased.
Sinply said, my mlk price will go down when
Make Al'l owances go up. | ask that when increasing
Make All owances, the Secretary of Agriculture consider the

i npact on dairy farmm |k prices, and nore inportantly,
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the inpact on dairy farmprofitability.

NVPF has proposed a nore nodest change to
Make Al |l owances, which are projected to lower farmmlKk
prices by about $0.50 per hundredwei ght. Wile that |evel
of price decrease is troubl esone and concerning, we can
live wwth the change. The nuch larger increases to
Make Al l owances as proposed by the I DFA and the Wsconsin
Cheese Manufacturers Association would crush ny farms
profitability and shoul d be rejected.

Cheese manufacturers have the opportunity to pass
on hi gher manufacturing costs when they sell cheese.
Unfortunately, | do not have the ability to pass al ong the
i ncreased cost of production.

M| k buyers at manufacturing plants have ot her
nmeans to recover their operating costs, including reducing
over-order prem uns and using revenues obtai ned by
depooling fromthe Federal Order. Because dairy
manuf act urers have ot her nmeans of passing along their
costs, there is no need to place a |large burden on dairy
farmers with | arge Make Al |l owance increases. A nore
nodest approach to increase -- increasing Make Al l owances
IS appropri ate.

| understand that the proposal to change the skim
m | k conmponents factor is based on proven and docunent ed
tests fromfarmmlk that show i narguable increases in
m | k conponents.

In 2022, ny m |k averaged 3.69% butterfat, 3.18%

protein, and 5.76% ot her solids. These have increased by
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3.5% percent since 2021. These increases have cone from
managenent deci sions to crossbreed our herd to capture

hi gher conponents and revenue in the sane volune of mlKk.
Better forage harvest managenent as well as better feed
bunk managenent have al so contributed to our increased
conponents. As technol ogy and information continue to

i nprove, along with nore -- along with nore of our
genetically superior young stock nmoving into the mlking
herd, | expect our conponent |evels to continue to

I nprove.

Updating the conponent factors of the skimmlk
formul a just nmakes sense to the Federal Order hearing
process given the on-farm progress toward hi gher m |k
conponents across the country.

It is inportant to the success of ny risk
managenent strategy that the Federal Order m |k pricing
formul as are not changed without a | engthy notification
period. ldeally, there would be a 12-nonth delay in
i npl enentation after the revised skimm |k conmponent
factors in the class pricing fornula have been adopt ed.

That said, | recognize the broader needs of the
dairy industry and support an earlier inplenentation for
sone of the other changes found in NVMPF' s proposals, for
exanpl e, increasing Make Al l owances, reinstituting the
hi gher-of in the Cass | formula, and elimnating
500- pound barrel cheese pricing fromthe Class IIl protein
price forml a.

| close by reiterating ny support for NWPF' s five
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pr oposal s:

(1) Limt the Make Al l owance increase to their
proposed | evel s;

(2) Return to the "higher-of" in the cal cul ation
of the Cass | nover,;

(3) Elimnate the barrel cheese price fromthe
calculation of the Class IIl protein price;

(4) Increase and regularly update the skimmlk
conponents test used to determ ne the Federal Order skim
mlk price;

(5 Adopt NWPF's Class | differential proposal.

O hers representing DFA will be speaking nore
directly on sone of these issues. Thank you for allow ng
me to testify today on these issues that are very
inportant to ny famly and the future success of our dairy
busi ness.

Q Thank you, M. Johnson

MS. LOVBARD: Your Honor, at this time |I'll tender
the witness for cross-exam nation.

THE COURT: Any questions?

Dr. Cryan.
CROSS- EXAM NATI ON
BY DR CRYAN:
Q Roger Cryan for the Anerican Farm Bureau

Federation, and | have a conpletely surprising set of
guesti ons.
M . Johnson, thank you for comng. |It's -- |I'm

really -- I'mglad to see you.
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And you are a Farm Bureau nenber; is that correct?
| am
And you have been pretty active over the years?

| have been.

o > O »

| appreciate that down there in Georgia, So you
are a conpatriot of our AFBF president.

A. Know hi mvery wel | .

Q Also a fornmer dairy farmer.

A Yes.

Q Not that you are a forner dairy farnmer. He's a
nmer .

And then I'll mention that President Duvall has
told nme that every day he m sses his dairy cows. He's got
beef cows, but they are not the sane.

And you attended our forumlast Cctober, the Farm

Bur eau forunt

A | did.
Q | appreciate that as well.
And 1'Il say again, | appreciate the support from

you and from DFA and from National MIk in participating
in that and |l eading to sonme good consensus on that. And
I"d just Iike to highlight a couple of those.
If | understand, two of the -- in particular, of

t he consensus points that canme out of that were support
for the "higher-of"; is that correct?

A Yes.

Q And that ultimately that we shoul d have

Make Al l owance increases based on mandatory audited

TALTY COURT REPORTERS, INC. 2692
taltys.com - 408.244.1900


http://www.taltys.com

© 00 N o o A~ W DN P

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

TRANSCRI PT OF PROCEEDI NGS Sept enber 07, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

surveys --
A Correct.
Q -- data?
And | appreciate that we're all -- we're al

aimng ultimately for both of those, anong other things,
so -- and I'Il -- 1"ll leave it at that.

DR. CRYAN: Thank you very much for comng. Safe
travel s.

THE W TNESS: Thank you

CROSS- EXAM NATI ON
BY MR M LTNER

Q Good afternoon

A Good afternoon.

Q |"'m Ryan MItner. | represent Select MIk
Producers. You have probably heard that throughout the
day. They like ne to say it for the record.

A non-surprising question fromne as well.

A. Ckay.

Q Your statenent suggests that we -- that USDA
include a lengthy notification period when adopti ng
certain changes to the orders, but not for others.

G ven your risk managenent on your farm and your
experience in the industry, which is pretty extensive,
what do you think is the -- what are the factors that USDA
shoul d consi der when deci di ng what shoul d be del ayed, and
what shoul d be inplenented right away?

A. | think if there's going to be any consi deration
for a delay, on-farm-- on-farmrisk managenent prograns
TALTY COURT REPORTERS, INC. 2693
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and how t hese changes could affect those should be
considered. Beyond that, I'mokay with -- with any
changes bei ng i npl enented i mredi atelvy.

Q Wul d changes that increase the price to you on
the farmaffect your existing risk managenent contracts?

A At this tine, no.

Q Wul d changes that | ower the on-farmprice affect
your current risk nmanagenent prograns?

A At this tinme, no.

Q You nmention that you're -- you are the president
of DCMA, of their board?

A | am

Q Does DCMVA set over-order prem uns for your order?

A. | wouldn't say DCVA sets over-order prem uns.
DCMVA negotiates with processors to collect over-order
prem uns.

Q Do they announce what the premuns are for a given
nont h?

A. They do.

Q Does DCMA announce an over-order prem um for
Cass Il mlk?

A Not that -- no.

Q How about Class |17

A Class Il we do.

Q And C ass |V?

A Don't think so. No.

Q Ckay. Do you know if they ever have?

A. | don't know if they ever have.
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Q Ckay.
MR. M LTNER  Thanks very nuch.
THE W TNESS: Thank you.
THE COURT: Further questions other than AVS for
this witness?
Seei ng none, AMNS.
CROSS- EXAM NATI ON
BY M5. TAYLOR

Q Good afternoon

A How are you?

Q | think | had the pleasure of having you on the
W tness stand a few nonths ago, so --

A Yes.

Q Thank you for your continued participation in our
rul emaking efforts this year

A. Thank you.

Q For your farm of 1400 cows, would that neet the
Smal | Busi ness definition?

A No, it does not.

Q Ckay. And M. MItner was asking you about risk
managenent and the inpacts on your farm but | gather from
your answers maybe perhaps right now you are not using any
ri sk managenent tools.

A. | have used all of the risk managenent tools out
there. Currently |I'mnot using any.

Q Ckay. But you have in the past, and you nay in
the future?

A. Yes. Yes. And it's always an option. |It's --
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right nowit is just not -- | tend to nove in and out of
ri sk managenent at different tines depending on the mlk
price and the opportunities involved.

Q Sure. And when you do use risk managenent tools,
about how far out in the future do you ook to [ ock in?

A | typically don't |ook at anything closer than six
nmonths, and |I'mtypically not going any further than about
12 nont hs.

Q Ckay. Six to 12 nonths.

You do -- on the topic of premuns, you tal k about
how m | k buyers at manufacturing plants can have ot her
ways to recover their operating costs, including reducing
over -order prem umns.

| s that sonething that you have experienced in the

Sout heast ?

A Yes.

Q Reduced prem uns?

A Yes.

Q And not just on -- well, not on Cass Ill as you
answer ed?

A So ny market is typically -- is 80 -- 60 to 80%
G ass |.

Q And I'mcurious if you can just expand on the
record how you as a producer have been i npact ed,
particularly since your speaking as a cooperative

producer. How has your m |k check been inpacted by what

those here are -- are inadequate Make Al | owances?
A. So because I'min a Class | market, any
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Make All owance increases wll be negative to ny farm To
ny knowl edge, Cass | plants can't draw Make Al | owances,
so the fact that the Make Al lowance is included in the
Class Ill and Cass IV pricing, which is then used to
determne the Cass | nover, nost of nmy mlk goes into
Florida, which is an 85% Class | utilization, it's al
negati ve.

M5. TAYLOR: | think that's it. Thank you so
nmuch.

THE WTNESS: Thank you

THE COURT: Redirect?

M5. LOMBARD: Thank you, M. Johnson, for your
testi nony.

Your Honor, | nove to admt Exhibit 150 into the
record.

THE COURT: Exhibit 150 is adm tted.

M5. LOVBARD: Thank you.

(Thereafter, Exhibit Nunmber 150 was received

i nto evidence.)

THE COURT: Thank you, M. Johnson. Appreciate
you com ng out.

What's next?

M5. HANCOCK:  Your Honor, we would call Jeff
Bushey to the stand now.

THE COURT: Raise your right hand.

JEFFREY BUSHEY
Being first duly sworn, was exam ned and

testified as foll ows:
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THE COURT: Your w tness.
DI RECT EXAM NATI ON

BY MS. HANCOCK:

Q Good afternoon, M. Bushey. Wuld you m nd
stating and spelling your last nane for the record?

A Jeffrey Bushey. Last nanme B-U S-HE-Y.

Q And what is your nmumiling address?

A. My office address is 7274 Hartley Street, Pigeon,
M chi gan.

Q And where are you currently enpl oyed?

A. At Ni et zke & Faupel .

Q And are you here to testify on behalf of Nationa
M| k's proposal s today?

A |"mhere to testify on sone information that was

used, | believe, in sone of the other testinonies.

2023

Q Ckay. And you understand that that's on behal f of

Nati onal M|k Producers Federation?
A. Yes.

Q And did you prepare the witten statenment that is

identified as Exhibit NWPF-267
A Yes.
M5. HANCOCK: And, your Honor, if we could nmark

for identification his witten testinony, as | believe we

are at Exhibit 1517
THE COURT: We are. So marked.
(Thereafter, Exhibit Nunmber 151 was marked
for identification.)
M5. HANCOCK: Thank you, your Honor.
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BY MS. HANCOCK:

Q And, M. Bushey, did you also prepare two exhibits
to acconpany your witten testinony?

A Yes, | submtted two docunents.

Q And the first one that's identified as Exhibit
NVPEF- 26A, and the title of that is the Happy Cow Dairy,
LLC, Financial Statenents, dated Decenber 31st,
20XX and -- or I'msorry -- 20XY and 20XX; is that right?

A Yes.

M5. HANCOCK: Your Honor, if we could mark that
for identification purposes as Exhibit 152.

THE COURT: So marked.

(Thereafter, Exhibit Nunmber 152 was narked

for identification.)
BY M5. HANCOCK:

Q And then finally you have your second attachnent,
which is titled N etzke & Faupel, PC, Decenber 31lst, 2022
and 2021, dairy averages, and we have identified that as
exhibit NWPF-26B as in boy. |Is that right?

A Yes.

M5. HANCOCK:  Your Honor, if we could marked for
i dentification purposes, NWPF-26B as Exhibit 153.
THE COURT: So mar ked.
(Thereafter, Exhibit Nunmber 153 was narked
for identification.)
BY MS. HANCOCK:
Q M. Bushey, would you proceed with providing your

testi nony today, please? And just a rem nder, if you can
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read slowly for our court reporter, that would be great.
A. Ckay.

My nane is Jeffrey Bushey, CPA. |'mthe Managi ng
Princi pal of N etzke & Faupel, PC, a CPA firmthat serves
a Wi de range of clients, specializing in tax and
accounting for agricultural business, particularly the
dairy industry. | have over 30 years of experience in
serving the accounting needs of farners in the Great Lakes
regi on.

| graduated from Central M chigan University with
a Bachel or of Science in Business Adm nistration. | began
wor ki ng at Ni et zke & Faupel after graduation and earned ny
CPA license in 1987. 1In 1992, | becane an owner of the
firmand now serve as Managi ng Princi pal.

| am al so a nenber and past president of the Farm
Fi nanci al Standards Council, a nationw de organi zation
committed to standardi zing the reporting formats of
agricultural entitles. | currently serve as the co-chair
of the Technical Conmmttee for the FFSC. | amalso a
nmenber of the M chigan Association of CPAs and the
American Institute of CPAs.

As the Managi ng Principal of N etzke & Faupel, PC,
| lead a team of 14 accountants who provide accounting
solutions to our clients. W offer a wi de range of
services to over 50 large dairies in the Great Lakes
regi on, such as tax preparation and planni ng, specialized
financial reporting, payroll, business valuations, estate

pl anni ng, and nore.
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| have been asked by the National M|k Producers
Federation to appear today to provide an overvi ew of our
dairy farmclient operating trend infornmati on and answer
any questions you may have.

You were provided wth a sanple dairy financi al
statenent, as well as a copy of the dairy industry
averages that our firmhas conpiled. |In this testinony, |
wi || describe how we prepare the financial statenents and
conpil e these averages for our dairy clients.

The process begins by receiving the quarterly data
fromour dairy client. This usually cones in the form of
a Qui ckBooks backup. W perform various procedures to
ensure the accuracy and conpl eteness of the data provided,
such as ensuring all material bank accounts are reconciled
to the bank statenents, confirm ng | oan bal ances with the
| enders, and resolving any errors or discrepancies in the
transactions. This ensures that the data is accurate and
consistent for the preparation of cash basis tax returns
for the dairy farm It also serves as a starting point
for preparing financial statenents.

We conpile the dairy financial statenents
according to Generally Accepted Accounting Principles,
known as GAAP, G A-A-P, with one exception, which I wll
explain later. GAAP is a set of rules and standards for
accountants to prepare financials in a consistent and
conpar abl e manner

The main differences between a GAAP basi s

financial statement and the tax-basis data are as foll ows:
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2023

(1) GAAP basis financial statenents recognize
i nconme and expenses on the accrual basis when incurred;

(2) GAAP basis financial statenents recognize
i nventory on hand;

(3) GAAP basis financial statenents depreciate

tax preparation.

There are significant adjustnents nmade when

accounting to the accrual basis. The accrual basis of

expenses in the period in which they are earned and
i ncurred, respectively.

Regarding the timng of the cash flows, for
exanple, a coommodity receivable is recorded for mlk
checks that are earned in the current nonth but not
deposited until the next nmonth. Simlarly, accounts

payabl e are recorded as well as any prepaids or accrued

i ncurred.

Anot her adj ust nent nmade when preparing GAAP
financial statenent is recognizing the feed inventory.
For tax purposes, feed inventory is expensed when pai d.
For financial statenments, forages are capitalized to
assets at the cost of planting, harvesting, and storing
the crops, or the cost of purchasing forage from anot her
pr oducer.

M5. TAYLOR. Excuse ne, M. Bushey. | hate to

capital assets at a different rate than the farmuses for

accounting requires adjustnents to recogni ze revenues and

expenses to correctly present the expenses in the period

preparing GAAP financial statenments fromthe cash basis of
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interrupt. Could you slow down a little bit for our court
reporter?

THE W TNESS: Sure.

THE COURT: Thanks.

THE WTNESS: It gets kind of technical in here,

The capitalized cost of forages nmay al so include
costs such as interest, |abor, and depreciation that is
directly attributed to the raising of the crops for
forage. These costs are expensed over tinme as the forages
are fed to cattle. Feed inventory is shown at the | ower
of cost or market using the average cost nethod.

In addition, depreciation is adjusted to reflect
the nore accurate useful life. The tax basis to
depreciation is accelerated and allows for a higher
expense recognition in the initial year of placing an
asset in service.

However, the GAAP standards require that
depreci ati on should be distributed over the useful life of
an asset. This results in a nore consistent and reliable
nmetric to match the cost of a capital asset to the revenue
produced by that asset.

General |y Accepted Accounting Principles nmaintain
that |ivestock should be capitalized at the purchase price
and depreciated simlar to machinery and equi pnment and
ot her capital assets.

However, a well-maintained dairy herd does not
| ose value over tinme. Although individual dairy cows do

depreciate, the herd, as a whole, does not. Lowering --
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| ower-perform ng cows are constantly replaced with
hi gher-perform ng cows. Therefore, the dairy herd is
val ued at cost on the bal ance sheet.

| f the dairy purchases mlking cows, the cost is
t he purchase price of the livestock. |f the dairy raises
their own heifers, any heifer-raising i nput costs such as
feed and breeding are capitalized to the cost of heifers
until they first calve and becone begin mlking. At that
point, the heifers are transferred to the dairy |ivestock
at cost to raise -- at the cost to raise themto that
poi nt .

When cows are sold or die, a "cull cow expense" is
charged to the operating expense at an average cost per
head of the herd. Revenue received fromthe sale of cul
cows is reported separately under the |label "cull cow
revenue." The financial statenents value |ivestock at
cost and are not depreciated, which constitutes a
departure from GAAP.

These are the main accounting adjustnents that are
required to adjust fromtax basis to GAAP fi nanci al
statenments. The final product each quarter is a financial
statenent which conprises a bal ance sheet, a statenent of
i ncone, and a statenent of changes in nenbers' equity.
Additionally, a statenment of cash flows and notes to the
financial statenent are included at year-end.

One of the greatest services we offer to clients
is a conprehensive dairy financial benchnmarking and

averages. The dairy averages provide a reliable dataset
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clients can use for benchmarking their own financi al
results to their peers. This allows themto conpare their
performance with the industry standards and identify areas
for inprovenents.

We publish the dairy averages every quarter after
the preparation of the financial statenents. These
averages contain both financial and non-financial netrics.
Below is a table showi ng key non-financial information for
the sel ected years 2007 through 2022.

"1l skip over the chart.

The dairy averages consist of operating revenue
and expenses cal cul ated per hundred pounds (or CM) of
m | k produced per cow, per day. Each client receives this
schedul e in the supplenentary information of their
financial statenents show ng their actual perfornmance
conpared to the | atest averages.

The per CWI transactions are used to anal yze
trends in expenses. The three |argest expenses are:

Feed, l|abor, and cull cow expense, or herd repl acenent
cost. Breaking those down per CW produced reveal s the
change in cost over the years. Chart 1 shows this

i nformation from 2006 through the first quarter of 2023.

Most of our dairy clients are famly-owned |imted
liability conpanies, or LLCs. LLC nenbers do not take a
wage for their work they perform instead they take a
w thdrawal to cover famly living costs.

Included in Chart 1 is also the average

wi t hdrawal s per CM taken by the owners. This is net of
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any capital they contributed to their farmin each year.
These wthdrawal s are not reflected in the net incone from
operations, but still may be taken into consideration when
| ooki ng at how i ndustry decisions will inpact producers
ability to provide for their I|iving.

As shown in Chart 1 above, the feed expense per
CWI' has increased every year since 2018, junping
dramatically from 2021 to 2022. As the |argest and nost
vol atil e expense account, feed expense greatly inpacts the
profitability of the producer. Labor has al so seen an
upward trend per CW.

The trends in per CM revenues and expenses reveal
how the m |k price received conpares to the price needed
to break even. Break-even mlk price is calculated -- is
the cal culated price at which the farmis operating
revenues woul d equal their operating expenses, hol ding
ot her revenues, expenses, and production constant.

At the break-even mlk price, they would have
shown neither profit nor loss fromfarmoperations. The
follow ng Chart 2 conpares the average mlk price paid to
producers to the average break-even from 2006 through the
first quarter of 2023.

The difference between the actual mlk price and
t he cal cul at ed break-even price shows the average
profitability per unit of output for each year. Chart 3
bel ow presents the average net incone or |oss from
operations per CM over the sane range of years as before.

Average net operating inconme from 2006 through
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2022 was $1.54 per CM produced, or per hundredwei ght, of
m | k produced. Consider also that this nunber is before
any withdrawal s by the producer to conpensate their | abor
and provide for their famly |living expenses. The average
net withdrawals from 2006 t hrough 2022 was $0. 31 per CWI
of mlk produced. This |eaves $1.23 per OM of mlk
produced remaining after famly living.

As shown, these dairy averages are not only
val uabl e for producers but also for understandi ng the
profitability and trends in the industry. By providing
accurate and reliable financial information and neani ngful
benchmar ks, our data can help informyou as you consi der
t hese proposals.

| thank you for your time and attention to these
matters and | ook forward to answering your questions.

BY MS. HANCOCK:
Q Thank you, M. Bushey. | just have a few
guesti ons.

On the first page of your testinony you tal k about
the process begins by receiving quarterly data from our
dairy client.

And |I'mjust wondering, it's not just one client,
isit, it is nultiple?

A. Yes. It's approximately 50 clients that we work
with right now

Q Ckay. And then on that first page as well, you
said you were provided with a sanple dairy financi al

statement. |Is that one of the attachnments that you have
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i ncluded with your testinony?

A. Yes. That was one of the exhibits you referenced
earlier.

Q Is that Exhibit 152, which is identified as
NVPF- 26A?

A Happy Cow Dairy?

Q Yes.

A Yes.

Q Ckay. Can you wal k us through that exhibit and
l et us know what it is that you are showng us with this
exhi bi t?

A. So we use this as pronotional material when we're
talking with potential clients and also with financi al
institutions when they are asking us what kind of
i nformati on can we provide.

So page 5 -- | believe there's page nunbers in the
bottom of the exhibit.

Q It is the bal ance sheet?
A Yes.

Q Yep

A Page 5, the bal ance sheet.

So this is a standard bal ance sheet that you woul d
see wth nost industries.

And then page 6 is the statenent of income, which
| think is what we're focused on. So this is a sanple of

that statenent of inconme. Again, these aren't rea

nunbers. These are just nunbers that we have just -- you
can see it is all round nunbers. |It's just things we have
TALTY COURT REPORTERS, INC. 2708
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used for a sanple.

Page 7 is that statenment of changes in nenbers'
equity that we tal ked about earlier in ny testinony.

Page 8 woul d be the statenent of cash flows. So
those are the four basic -- page 8 and 9 is the statenent
of cash flows, which are the four basic financial
statement s.

Then page 10 through page 18, basically the notes
to a financial statenent.

And then after that we get into page 19 is the
suppl enentary information. So this is sone of the nore
uni que data that we woul d provide.

And so this is a year end financial statenent.
And what we will generally do is, also, besides providing
t hat page 5 bal ance sheet, page 20 shows what we call a
schedul e of assets, liabilities, and net worth, which is
this is now on the basically estimted current val ue
nmet hod, whereas page 5 was based on cost.

So here we're trying to determine if a producer
were to sell the -- sell their farm or we use this also
i n succession planning, we use it for estate planning, you
know, what's their estate worth, what's their net worth.
So the bottomline on this schedul e shows the net worth,
of the operation.

Then pages 21 through 23 are just notes to
those -- to that schedule 20, which basically defines how
all those values were determned. Page 24 is just a

reconciliation fromone year to the next to show a
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producer how their values increased or decreased.

Page 25 is a schedule of capitalized forage costs.
This is a schedule where we tried to be transparent and
how did -- the value of the forages, how are those
determ ned. So every quarter all the costs that are
associ ated wth growi ng forages are accunul ated onto this
capitalized forage cost and then they are attributed to
t he i nventory.

Page 26 is another inportant schedule. This is a
schedul e of feed expense, since it's one of the nost -- it
Is the nost hi ghest expense that the dairy by far has. W
tried to break that down so that producers can understand
what is their cost, where is it comng from

So at the top portion of this schedul e on page 26
is the forages used. So these are the forages that a
producer would have on their farm and they are using out
of their own -- their own bunker silos generally.

And then ot her feed purchased would be if they are
purchasing it fromother farnms and/or other suppliers, so
t hey woul d have their purchased feed costs.

Then we also -- when we are trying to determ ne
what's their cost of mlking cows, we want to take out any
cost that's associated with the heifers. So at the --
towards the bottom of page 26, you see an adjustnent, and
it shows heifer feed adjustnment. W' re subtracting out
the estimated cost of feeding the heifers. So that feed
cones out of there. So we're only then tal king about feed

that went to the dairy cows.
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And we reconcile that at the bottomw th the
average nunber of cows on the farmfor each period nunber
of days and cone up with a -- a cost per cow per day so we
can kind of see how does that | ook fromperiod to period,
and then how does that |look to their different -- to their
average to their peers.

Page 27 is that schedule of capitalized heifer
raising costs. So this is where all the costs of raising
the heifers is accunul ated. So, again, these costs are
accunul at ed outside of the cost of just mlking the cows.
So we're segregating those costs out, adding these in, to
cone up with what does it cost to raise a heifer, so that
way we'll know what's the val ue of the heifer when she
enters the herd.

And t hen page 28, 29, and 30, basically what we
call a schedule of inconme and expenses per hundredwei ght
of m |k produced, and we also have it listed as a per cow
per day. And we started listing it also -- so it is per
m |k delivered and al so energy-corrected m |l K.

So you will see on page 30 is where we woul d then
conpare the client's data, which is in this case Happy Cow
Dairy, with on the right-hand colum is the N etzke &
Faupel, PC, in this case under 2,000 cows averages. So
this is where we start to conpare client's data with the
benchmar k dat a.

Q Ckay. And -- and remind nme again howit is that

you -- that you create your benchmark data?
A. |"msorry, in what way?
TALTY COURT REPORTERS, INC. 2711
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Q What's all included in that? How do you create
t hat benchmark for thenf?

A. So we take each client's basically schedul e that
you see here on page 30, on the left-hand colum, we add
t hose all together, and divide themout to get the
aver age.

| s that what you are aski ng?

Q Yep. Exactly.

And do you divide -- how do you divide that up?
How do you -- is it divided up by a per cow basis or how
did you divide that up?

A Yes.

Q So is the purpose of you including Exhibit 152 as
part of your testinony just to highlight the |evel of
detail and information that you collect from each one of

your clients?

A That's correct.
Q And then you use that anmal ganated data to create
that -- that control or that conpare set so that your

i ndi vidual client knows how they are stacking up agai nst
the total grouping?

A Yes.

Q And that way they know if they are trendi ng above
or below or nore efficient or less efficient, to give them
sone insights into nmaki ng sone busi ness decisions; is that
fair?

A Yes, that's fair. That's correct.

Q Ckay. And then let's look at Exhibit 153, and
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wal k nme through what we're looking at in this exhibit.

A. So this is a N etzke & Faupel, PC, dairy averages.
| don't have the Exhibit Nunmbers on ny copy. That's --

Q Yes, that's the right one. And this is identified
as NWPF-26B, which we have marked as Exhibit 153 for our
record.

A. So this is the accunul ati on of the whole year of
all the dairies that -- fromall the dairies of our
clients through the year end of Decenber 31st, 2022, and
then it's also conpared with the year ended Decenber 31st,
2021.

And so we start out at the top line there wwth --
starting over on the left-hand colum, quantity of mlk
and CWI. So we neasure that. W add those all up and
di vide them by the nunber of dairies there, so we got
995, 115 hundredwei ghts of m |k produced on average there.

W have the average nunber of cows m | ked per day
of 3, 354.

So then we do a little math there. W divide that
into that 995, and we divide it by the nunber of days of
365, to conme up with 81 pounds of m |k produced per cow,
per day.

We take the nunmber of cull cows there is just a
metric there that we like to nmeasure. So we take that
1523, add -- we, again, do sone math, divide that by the
total cows, and cone up with an average then cull rate for
the farmof 38.73%

Just for reference, then, the average nunber of
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mature animals on the farmwould be 3,932. And then,
agai n, the nunmber of days in the period there, 365, and
then we get to the break-even mlk price of $19.78.

We al so have a break-even production per cow per
day there. And that varies quite significantly based on
the mlk price. You can see here in 2022 it was
64 pounds.

Movi ng down to the revenue from operations. So we
have m | k revenue there, focusing on, again, that per
delivered CW produced colum. So it's $25.28 was the

average mlk price received there for the year.

Q And is that -- I'"'msorry, just to interrupt one
nmonment -- is that still all under that year end
Decenber 31st, 2022?

A Yes.

Q Ckay. So we're just going to | ook at those, those

three mai n col ums goi ng strai ght down under that?
A Yes.
Q | guess it would be four colums. | apol ogi ze.
Amount, per delivered hundredwei ght, per
ener gy-corrected hundredwei ght produced, and per cow per
day, all four of those colums fall under that year end,
20227?

A. That's correct.
Q Okay. | apologize for interrupting. Go ahead.
A. So just focusing on that colum of per delivered

CWI' produced there, you can see the livestock revenue of

$0.52, the cull cow revenue of $1.14, and other incone
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there $0.65. So a total revenue to the operations there
of $27.59.

And then you can see the operating cost. | won't
read every one of themto you. You can see the total
operating cost at the bottomis $22.09.

So then subtracting that fromthe total revenue
from operations of $27.59, we get $5.50 incone from
operations. And, again, that was before the famly
wi t hdr awal s.

And to get the break-even mlk price, we sinply
t hen say, they made $5.50, so to break even we woul d take
the mlk price of $25.28, we subtract $5.50 fromthat, and
we get the $19.78. So in other words, if they got $19.78,
t hey woul d beak even in that peri od.

Q Ckay. And then -- and this is the data that you
used in -- in your Exhibit 151, which is your witten
testi nony?

A That's correct.

Q Ckay. And if we go on to the next page, you just
have different tinme periods for each year, and you are
just conparing two years at a tine?

A That's right.

Q Ckay. And if we just go all the way back, it
| ooks li ke the | ast page --or the next -- next to the | ast
page takes us back to 2007.

A. And, actually, | think you should have a page
2006. Does it go back that far?

Q Well, | guess the conparison of the two years,
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have it goes back to 2007, and then there's a final page
that just shows all entries for 2006.
s that how yours is as well?
A Yes.
Q Ckay. And this is all based on actual data that
you have collected over all of those years from 2006
t hrough 20227

A That's correct.

Q And in 2022, we saw that m Ik prices -- and we
heard testinony on this -- were doing very well that | ast
year ?

A. That's correct.

Q And that's what you have reflected here in this
$5. 50 a hundr edwei ght net incone?

A That's correct.

Q And what are you seei ng happening so far in 2023?

A. Well, the first quarter was still sonme profit, but
| -- we don't have the nunbers all collected for the
second quarter, but it's not |ooking that good.

Q And | just want to |look at a couple of the charts
t hat you have.

If we ook at Chart 1, and you were graphing there
the feed expense per hundredweight; is that right? And
"' mon page 4 of your testinony.

A Yes. So the top line of that chart is the feed
expense. Then there's three other lines there that they
don't show as nmuch change there. It's a little bit harder

to see because the change is a little bit nore m nute.
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But we're al so show ng the cull cow expense, the |abor,
benefits, and taxes, and then al so the producer
wi t hdrawal s - -

Q Ckay.

A -- were shown on there.

Q And your first line of text on that page says that
"as shown in Chart 1 above, feed expenses per
hundr edwei ght has increased every year since 2018."

That's -- and that's just followng a few years --

a couple of years' worth of a drop in prices; is that
right?

A. That's right.

Q But then when it increased again since 2018, it's
continued to go up and surpass even the high point from

before; is that right?

A That's correct.
Q And so the overall trend is that feed prices over
t he years have gone up without -- w thout ever netting

back down | ower than where they origi nated?

A Yeah. Yeah. | think if you would start back in
2006, you can see that it nmakes a -- a pretty clear upward
trend there.

Q And then it looks to ne |ike the other -- the
other itens for cull cow expense and | abor have been, at
| east based on the lens that we're | ooking through here,

doesn't reflect a whole lot of change; is that fair?

A Yeah, that's fair. It is alittle hard to see
t hat because it's -- we probably need a bigger chart.
TALTY COURT REPORTERS, INC. 2717
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Q Well, that was going to be ny question. I|f we
zooned in to smaller increments, we would be able to see
the volatility a little closer; is that right?

A That is right.

Q Ckay. And then when we | ook at the producers
w thdrawal s, that net there, that's what you said was the
anount that the dairy farnmers take out for just their

everyday fam |y expenses; is that right?

A Yes.

Q And nost of us in -- in the non-dairy world kind
of hope that our salary will increase year over year to at
| east keep up with inflationary gromh. |[|s that fair?

A That's fair.
The cost of living that we hope to get each year?
Uh- huh.

You have to answer audibly for the record.

> O > O

Yes.

Q Ckay. And it |looks like here, the producers
wi t hdrawal s have either maintained pretty flat or even
dropped down; is that fair?

A That's fair on a per hundredweight of mlk
produced, yes.

Q So woul d you say that this is reflecting the dairy
producers are not receiving that cost of living increase
that woul d be keeping up with the inflationary standard?

A. Yes. Except that's if you -- on average, our
dairy herds have gotten | arger, so they have been able to

expand their way to make up for that.
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Q And that's where | was going to go next, which is,
is it dependent on them being able to expand in order to
create their own cost of living increase or to -- in order
to kind of maintain the sanme standard of |iving?

A Yes.

Q And if they are, for exanple, not able to increase
their herd size, then -- then -- then they are not able to

keep up with that cost of |iving increase?

A. Yes, | woul d agree.
Q Ckay.
M5. HANCOCK: That's all | have, your Honor. [

woul d of fer M. Bushey for cross-exam nation.
THE COURT: M. English.
CROSS- EXAM NATI ON
BY MR ENGLI SH:

Q Good afternoon, M. Bushey. By nane is Chip
English. I'man attorney for M1k Innovation G oup. And
t hank you for being here today. | have been doing this
for just alittle while, and | will say that clearly over
time the sophistication of these financial statenents has
clearly gotten better, for what it's worth.

| just have a few questions. And | may not have
heard -- I"mgoing to ask the first one, and if | didn't
hear the answer, | apol ogi ze.

But | ooking at Exhibit 153, in the very mddle you
have the term "energy-corrected. "

A Yes.

Q And then there's an asterisk, and the asteri sk
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bel ow says "corrected to 3.5% butterfat and 3. 2%
protein.”

A Yes.

Q Ckay. So | guess this is the first tinme | have
heard the term "energy-corrected" as opposed to what we
use.

So coul d you explain why you used phrase
“energy-corrected"?

A. "' mnot exactly sure. | know that a | ot of
nutritionists who help feed the cows, and that's where we
found sone of these calculations to cone up with that.
They want to correct the mlk to basically make al
producers’ mlk |ook the same. So taking it to a 3.5
butterfat and to a 3.2 protein is kind of sone -- in sone
ways a standard. There's sone standards that say 3.0
pr ot ei n.

Q | appreciate that. | nean, listen
st andardi zati on and GAAP, it's just the phrase
"“energy-corrected,” so | was just trying to understand.
When | | ooked at the phrase in the footnote, it didn't --
it didn't imediately resonate wwth ne. So thank you.

So you have -- you have got over 50 large dairies
as your clients. Are any of these that are included in

this material today organic?

A No, | don't believe so.

Q Are any of them A2 m | k?

A No.

Q Are any of them pasture-fed m |l k?
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A. Par don ne?

Q Past ur e-f ed.

A No, not that -- | don't believe so.

Q | s that because they have a different business
nodel structure?

A. |"mnot sure. W just don't -- we have a couple

2023

of organic dairies, but we don't actually use this kind of

information for them

Q Ckay. So | want to pick up where you left off
with Ms. Hancock and the commentary that the |iving
expenses go up -- you know, are flat unless they grow.

The reality is, if you |l ook at your materials,

especially page 3 of page 5 of the testinony, when | | ook
at the quantity of mlk in hundredwei ght from 2007 to
2022, on average, they have tripled, correct?

A Correct.

Q kay. So that $0.31 per hundredwei ght is now on
al nrost a mllion hundredwei ght, correct?

A Yes, that's the math.

Q And that's the living expense portion, correct?

A. That's their -- what we claim-- we call their

wi thdrawals. | nmean, we can't determ ne exactly what they

are using it for, but they take it out of the business.

Q Right. But -- but that -- that still |eaves, in
your own statenment, $1.23 per hundredwei ght, correct?

A Correct.

Q And so if you -- if you calcul ated, say, $1.23 --
and let's just use 2022 -- if you nultiplied that by the

TALTY COURT REPORTERS, INC.
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995, 115 hundr edwei ght, that would cone out sonewhere north
of $1.2 million, correct?

(Court Reporter clarification.)
BY MR ENG.I SH:

Q If you | ook at page 3 --

A Ckay.

Q -- your testinony at page 3. And you have got the
guantity of mlk in hundredweight, last colum -- |I'mjust
going to do one year, I'mnot going to try to go through
all of them-- just quantity of m |k in hundredwei ght, the
col um under 2022 where it's 995, 115 hundr edwei ght ?

A Yes.

Q After you have accounted for the $0.31 per
hundr edwei ght average net w t hdrawal s?

A Uh- huh.

Q You have got $1.23 per hundredweight. |f you
mul tiply $1.23 a hundredwei ght by that first |ine of
995, 115, you are going to come up with a nunber |arger
than 1.2 mllion, aren't you?

A Yes. That's the math.

Q And that's in addition to their withdrawal s for

famly living, correct?

A Correct.
MR. ENGLISH That's all | have. Thank you.
THE COURT: Any further questions, other than AMS?
M. Mltner.

CROSS- EXAM NATI ON
BY MR M LTNER:
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Q Good afternoon, M. Bushey. Ryan MItner
representing Select MIK.

USDA' s hel ping ne get a previous exhibit that |
wanted to ask you sone questions about as well, but while
that is getting ready, we can start with a few ot her
guesti ons.

When you say your clients are the Geat Lakes

region, that would include Mchigan and Chio. Are there

any other states where you -- where your firmhas clients?
A Yes.
Q What states would that include?
A. It includes sone in Indiana here, Wsconsin. And
we do have a few clients spread out. | believe one in

M nnesota, one in Kansas.
Q G eat.
Are all of those dairies included in the data
represented in Exhibit 1537
A Most of them
Q And just to be clear when, when you refer to the
steps you take to ensure accuracy and conpl et eness of
data, that's different froman audited financial
statenent, right?
A. That's right.
Q Ckay.
MR. M LTNER  Your Honor, could | approach the
wi tness to hand himthis exhibit?
THE COURT: Yes.
MR MLTNER  Thank you. |It's Exhibit 84 that was
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i ntroduced, | think, last week. It's also noted as
NMPF- 25E.
BY VR M LTNER:

Q M. Bushey, are you famliar with the accounting
firmFrazer, LLP?

A Yes.

Q Am | correct that generally the dairy clients that

your firmworks with are not in the sane region of the

country as the -- as Frazer's clients?
A. | would agree with that.
Q Do you have a generally favorabl e opinion of the

wor k that Frazer does?

A. Yes, | think they do good work.

Q G eat.

A Yes.

Q And both of your firmand Frazer specialize in
accounting for dairy farns, correct?

A. | know what our firmdoes. | believe they do. |
can't speak for them

Q Ckay. You're aware that they do a |lot of work
with dairies?

A Yes.

Q | just gave you an exhibit, which is Exhibit 84,
and it's titled Dairy Farm Operating Trends, Decenber 31,
2022. And what 1'd like to spend a few mnutes doing is
trying to see if -- if we can try to match up sone of your
data wth theirs because they are -- | find themvery

simlar. Ckay?
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A. Ckay.

Q So if you would turn to what is nunbered page 5 of
t hat docunent, and the top of that page reads "Condensed
Statenent of Dairy FarmIncone and Costs." Let nme know
when you' ve found that.

A Ckay. | have it.

Q So that has columms Southern California, San
Joaquin Vall ey, and Kern County.

Do you see that?

A Yes.

Q Ckay. So here's the assunption that | want to
make. And |'m not asking you to agree that ny assunption
is correct, but for our exercise, let's do so.

| want to assune that both Frazer and N etzke &
Faupel accurately neasure the bottomline figure of their
clients, and that the line four lines fromthe bottom
total cost of operations, is the sane as what you have
nmeasured on Exhibit 153, total operating costs and
expenses. So assune you're both trying to get to the sane
poi nt and you have achieved that. GCkay?

A Ckay.

Q Now, what | want to do, if you can nmanage to | eave
t hat open, and al so pick up your Exhibit 153, which are
your aver ages.

A Ckay.

Q And what | want to do is go through your -- we're
going to start with revenue itens and go down through

costs and expenses, and | want to ask you about what your
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titleis and tell ne where you think that would fit on
Frazer's category. And sone will be real easy, and sone
you're just going to have to give nme your best judgnent as
to where you woul d shove that. Okay?

A Ckay.

Q So let's start with mlk on yours.

| assume -- and | would put that under mlk sal es

on the Frazer col um.

Wul d you agree?

A Yes.
Q And then, |ivestock, cull cows, and other incone
on yours, | would lunp that under cal ves and ot her because

it's the only other incone figure.
Wul d you agree with that?

A. Yeah, with the exception of, |I'mnot sure on cul
cows how they are handling that, because they do have a
herd repl acenment cost, so I'mnot sure if they are netting
some of that into there.

Q Ckay. That's a good call-out.

So let's go down to operating costs and expenses.

You have a line itemfor ani mal health?

A Yes.
Q G ven the dozen or so cost itens -- well, a few
nore than that -- but given the cost itens that are on the

Frazer exhibit, where would you think animal health woul d
best fit?
A | think they have kind of conbined a couple of our

accounts in veterinarian and breeding and testing. And so
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we have ani mal health, and down a couple lines is
breeding. | would group those two together.
Q And you would put themin the veterinary breeding

and testing?

A Yes.

Q How about your line itemfor beddi ng?

A. Yeah. |'mnot sure where they would put that.
They may have that in that sane line itemor -- | don't

know where it woul d be, supplies.

One of ny, | think -- I"mnot very famliar with
Southern California, but | believe a lot of their dairies
do not have freestall barns, they are dry |ots.

Q Ri ght.

A. So they may not have a | ot of bedding. That m ght
just be a cost that they don't have.

Q Can we -- can we put it under m scell aneous then
since we don't know exactly where it goes?

A Sur e.

Q Ckay. We tal ked about breedi ng expense, and you
have a line itemfor cull cow expense. And that was what
you nentioned about netting out those two itens, correct?

A Yes.

Q Do you see a good spot where that mght fit --
guess they have a herd repl acenent cost figure on the
Frazer exhibit.

A That's right.

Q Wuld -- well, where -- how would you net that

out, if you were trying to do so?
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A. | guess | would take the $2.74 and subtract the
cull cow revenue of $1.14, come up with -- what woul d that
be, $1.60-sonething -- $1.58, sonmething like that.

Q Whatever the math is, you would take the cull cow
expense, reduce the cull cow revenue, and that net nunber
becones a herd replacenent cost, if you are -- if you are
| ooki ng at Frazer's?

A Yes.

Q Ckay. Waste renoval m ght be anot her one that
cost varies by operation.

But custom hire waste renoval, do you have a spot
where that mght fit best?

A. Again, it would be -- we're conparing these to
California dairies with dry lots. | don't know -- | don't
think they have a | ot of waste renoval issues there.

Q Ckay. So in the absence of a better category,

maybe m scel | aneous agai n?

A Sur e.
Q Ckay. Depreciation. There's a depreciation
cat egory.
That would seemto fit well, yes?
A Yes. | do have a caveat here. |t says

depreci ation of equipnent. So |I'mnot sure where they
are -- again, that may be -- they m ght not have a | ot of
ot her buil dings and barns and things like that in
California, so --

Q Ckay.

A. It's alittle hard to conpare.
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Q W have a single line on yours for feed. They
appear to break it down between grain and hay and ot her.
But we think we know where feed would go, right?
A. Ri ght.
Q You have a line itemfor fuel. You also have a
line itemfor utilities.
| don't see a fuel expense on Frazer's. Do you
have a thought as to where you m ght categorize that?
A. No, | don't know where they --

Q Ckay.
A. No.
Q | nsurance, there's a -- we have a line itemfor

i nsurance | thought | saw.
A No.
Q Oh, we have a line itemfor hauling, so we know
where that goes.
| nsurance, could we put that under m scell aneous?
A. Well, they may have sone of those types of costs
i n occupancy costs, so it could be in there.
Q Ckay. There is aline itemfor interest, which
mat ches up.
There is | abor, benefits, and taxes. And on yours
t hey have | abor including fringe costs.

So do you think that matches up well ?

A Yes.

Q Lease and rent.

A. Again, | think that would go into their occupancy
cost.
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Q Ckay. Marketing and pronotion?

A. That's probably under their state and associ ati on
charges. |'m assum ng.
Q You have a m scell aneous |ine also, professiona

fees and DHI A?
A That may go under that state association charges.

| "' mnot sure how they handl e that.

Q Okay. Repairs and mai ntenance, those categories
mat ch up very well, as does supplies.
And then taxes, | didn't see a line itemon there

for taxes under Frazer's.
A. Taxes are generally property taxes, so that may be

part of that occupancy cost again.

Q Ckay.

A. And, again, they may not have as nuch with dry
| ot s.

Q So assum ng we could then unp -- we could match
up categories to -- with some level of logic, if not

accuracy and precision, do you think that we would have a
fair conparison between a G eat Lakes region incone and
expense and profitability, along with the western states
that are included on the page you are | ooking at, and then
al so the foll owi ng page has sone ot her regions?

A. Wel |, because there's sone significant differences
i n whether you have a dry |lot or you have freestall barns,
| think there's sone -- sonme major differences in
expenses. And it looks to ne like feed costs is quite --

quite a bit higher there than what we see here with a | ot

TALTY COURT REPORTERS, INC. 2730
taltys.com - 408.244.1900


http://www.taltys.com

© 00 N o o A~ W DN P

N NN N NN NNDNDNRR R R R PR R B R
© N o O W NP O © 0N O 00 BN~ WDN R O

TRANSCRI PT OF PROCEEDI NGS Sept enber 07, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

of our producers producing their own forages, so that kind
of changes things. |'mnot sure how good of a conparison
you can get other than maybe just |ooking at total

expense.

Q But | guess fromthe -- fromthe bottomli ne,
woul d you think we would have a fair gauge?

A. | think, again, |ooking at just maybe their total
operating costs conpared to the total operating cost and
expense would be a little easier to nmake a conpari son.

Q Ckay. Thanks.

MR MLTNER. | don't think |I have anything el se
for you.

THE COURT: W have been going a little nore than
an hour and a half. Can we take a ten-m nute break?
Let's cone back at 3:26.

(Wher eupon, a break was taken.)

THE COURT: Back on the record.

Any further questions in the nature of
cross-exam nation, not fromAMS, for this w tness?

No one? AMS.

CROSS- EXAM NATI ON
BY M5, TAYLOR
Q Good afternoon. Thank you for coming to testify

today. Just a couple quick questions to clear up a few

t hi ngs.
On page 3, when you have your chart of your
aver ages?
A Yes.
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Q And | know you said you have about 50 clients. Do
t hese averages represent all 50 clients or a portion of
t henf?

A. 50 clients. But -- so from 2007 through 2022 it
woul d be maybe not the sane 50 all the tine, because
there's clients com ng and goi ng.

Q Sure. Ckay.

And | see -- well, I won't ask that question. |
think I know the answer.

Ckay. | wanted to turn to your next Chart 1 on
page 4.

A. Ckay.

Q And you have a line for |abor, benefits, and
taxes. But | assune that's not famly labor, so that's

ot her enpl oyees?

A That's correct.

Q Ckay.

A | n nost cases.

Q | n nost cases.

A There m ght be a few clients that are incorporated

and take a wage, but in nost cases it is just other |abor.

Q Ckay. And then on your break-even chart down
there, Chart 2, does the break-even include somewhere the
fam|ly w thdrawal s?

A No.

Q Ckay. So that's not -- so you might have a
break-even price, but that doesn't include your famly

living expenses?
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A That's correct.

Q And | wanted to conpare kind of what's represented
on this chart with what you have in your table on what is
Exhi bit 153 or 26B.

And under revenue, | take it from sone questions
and answers from other attorneys, that the revenue from--
represented in this break-even price is only the mlk side
it doesn't include livestock, cull cows, and other inconme?

A. Wi ch revenue are you referring to?

Q Wel |, when you went over -- on Exhibit 26B, when
you were di scussing how you cane up with the break-even
price there of $19.78, | believe what you said is you took
the $25.28 minus the $5.50 incone or loss that was at the
bottom of that colum, and that's how you got to $19. 78.

Wul d that be correct?

A That's correct.

Q So that's not factoring in these other kind of
revenue sources?

A. Well, it is factoring in other revenue sources
since it is -- those other revenue sources are allow ng
t hat break-even to be | ower.

Another way to look at it would be the total
operating costs and expenses are $22.09, but we're seeing
t he break-even is $19.78. So the difference between that
cost and the $19.78 is that other revenue.

So the other revenue is allowng a | ower
br eak- even because they do have that other revenue there

to help offset sone of those costs, if that makes sense.
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Q Yeah, | follow that. Thank you
| was curious, in any of this, because | know

there were governnent targeted paynents for dairy

producers in '21 and '22. |s that accounted for anywhere
here?

A Yes. That is in the other incone.

Q Ckay.

A. And if you turn to the next page, and you will see

in the year ended Decenber 31st, 2020, the other incone
was significantly higher. That's where nost of the
dairies collected a |lot of their governnment paynents in
2020.

Q Ckay. And so this is when they collected them
right? That's on a cash basis, when noney cane in the
door, not necessarily for the tinme period that the paynent
was to reflect for them Does that nmake sense to you?

A. It makes sense, but |I'mnot sure on that. W do
try to basically report the revenue in the tine period it

was ear ned.

Q It was earned, okay.
A So that's what we're trying to do. |'mnot saying
we get perfect, but that's what we're trying to do.
Q Ckay.
And on the final chart, just so I'mclear -- and |
think it's the sane answer -- this doesn't include

withdrawals for famly |labor, that net incone |ine?
A. That's correct.
Q Ckay. And so would it be correct if I read this,
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| think you said the average operating i ncone was $1. 54;
then if you include withdrawals, it was $1.23.

If I were to | ook over this chart over tine, then
operating incone ranged during this tinme period anywhere
froma | ow of negative $3 to a high of positive $6?

A Yes.

M5. TAYLOR. | think M. WIson has a couple
guesti ons.

CROSS- EXAM NATI ON
BY MR W LSON:
Q Good afternoon

Just one quick question just to -- for
clarification. For the year 2020 endi ng, you have two
colums of netrics: One as-delivered, one

energy-corrected; is that correct?

A Yes.
Q The other years you only have one colum. |Is
that -- do those other years conpare with the as-delivered

reference in 202272
A. Yes. Yes, we just started adding that colum for
the energy corrected in 2022, so that's why it only shows
up in that --
Q Thank you.
A. -- peri od.
M5. TAYLOR That's it from AMS. Thank you.
THE COURT: No ot her questions?
Ms. Hancock.
REDI RECT EXAM NATI ON

TALTY COURT REPORTERS, INC. 2735
taltys.com - 408.244.1900


http://www.taltys.com

© 00 N o o A~ W DN P

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

TRANSCRI PT OF PROCEEDI NGS Sept enber 07, 2023

NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

BY MS. HANCOCK:

Q Thank you, M. Bushey. | -- | have a question
| f you have what we have nmarked as Exhibit 153, this is
the N etzke & Faupel Decenber 31, 2022 and 2021 aver ages,
on the first page?

A Yes.

Q And it shows, for 2022, that the net incone from
operations on a per hundredwei ght basis was $5.50 in 2022;
is that right?

A Yes.

Q That was kind of an exceptional year; would you
agree?

A It was a great year.

Q Ckay.

A. Qur clients were happy.

Q And if we |look at 2021, it was $0.96 per
hundredwei ght; is that right?

A. That's right.

Q Ckay. So it's not that great of a year that year

A No. Early 2020, if you look at that, the
gover nnent program paynents really made that year. That's
exactly what their incone is, really, the owner incone.

Q Ckay. So when we see the net incone in -- on the
second page there of $1.43 a hundredwei ght, you are saying
that's fromthe governnent subsidies that were paid out?

A. Most of it, right.

Q Ckay. And if you didn't have that subsidy in that

year, it would be close to zero or a | 0ss?
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net incone based on your cal cul ati ons between 2006 and
2022.
Do you recall that?

A Yes.

Q And | think the math that he did was $1.2 mllion
in positive net incone?

A Yes.

Q That doesn't take into account the capita
investnment that's required in order to maintain a dairy,

does it?
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A. Well, it probably wouldn't be a | oss, but it would
be, yeah, close to zero. There's sone other incone in
t hat ot her income, so wouldn't have all -- wasn't al
gover nnent paynents, but a lot of it was.

Q And if we | ook at, for exanple, 2018, it was a
| oss on a per hundredwei ght basis, and that's $0.48 a
hundr edwei ght that was a | oss that year?

A That's correct.

Q Ckay. And then just | ooking at the next page on
2016, was a positive but only $0.047

A. Right. Basically break even.

Q O | should say $0.04, I'msorry.

A. And keeping in mnd, that's before famly |iving
wi thdrawal s, so it would actually be negative, like in
2016.

Q Ckay.

And then M. English did a calculation with you
based on the -- | think the $1.23 a hundredwei ght average
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A. Well, right. Most of that noney is used to
mai ntain or expand the dairies. Yes.

Q Ckay.

A. That's where that profit goes.

Q Ckay. And have you calcul ated an estimate of --
on a per-cow basis of what it takes in order to even have
that capital investnent?

A Yeah. W have sone of that data. | don't have it
with nme. But just to do a fast calculation, if we just
assunme sone round nunbers of investnent of $2,000 per
dairy animal, another roughly 1,000 on average for your
young stock, so you're at 3. And you got facilities are
probably going to cost $3500 a cow. Now we're at 6500.
We're going to have investnents in inventory, receivables,
t hose types of things, all the feed they have to have,
another $1.5 mllion. Now you are at 8. And then you got
to have your land. Mst of these farns have sone |and. |
think that's what help keep their costs a little bit | ower
on the feed. Even another $2,000 for land. You are
| ooki ng at $10, 000 a cow i nvest nment.

Q Ckay. So if you had a herd size of, in 2022,
whi ch you said your average was 3,354, | believe, at
$10,000 a cow, that's over $33 million capital investnent
that would be required to maintain a herd that large; is
that right?

A Yeah. And actually, when | was doi ng those

cal cul ations, | was assumng all mature animals, so we're
probably closer to 4,000 -- | believe it's 3900 and
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sone -- 3932, so let's just say $4,000 an aninal -- 4,000
ani mal s.

Q Ckay. So you woul d be --

A 40 m | lion.

Q 40 mllion capital investnment for a 3300-cow herd;
is that -- mlking cow herd?

A. Right. That's correct.

Q And -- and if | -- do you have a general rule of
thumb, if | were to invest on the stock market, they say
the average return -- rate of return should be sonmewhere

around 8% over tine; is that right?

A. My daughter's in wealth managenent, and she woul d
know t hose nunbers. |'Il take your word for it on that.
Q If I did the math correctly, you know, if it was

35 million or $40 mllion investnent, that works out to
be, at $1.2 million net inconme, about -- just at about 3%
return on the investnent; is that right?

A. Ri ght .

Q And that al so takes into account where we have a
really phenonenal year in there, 2022, which really hel ped
i ncrease that average; is that fair?

A That's correct. Yes.

Q Ckay. So while $1.2 mllion net incone m ght
sound like a | ot of nbney, when you | ook at the anmount of
invested capital that it takes to even get to that,
there's not very nuch wiggle roomin there, is there?

A No.

Q And -- okay. Thank you.
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M5. HANCOCK: | think that's all | have.
Appreci ate your tine today.
THE WTNESS: All right.
M5. HANCOCK:  Your Honor, we would nove to admt
Exhibits 151, 152, and 153.
THE COURT: Seeing no objections, those exhibits
are entered into the record in this proceeding.
(Thereafter, Exhibit Nunbers 151, 152, and
153 were received into evidence.)
THE COURT: You may step down fromthe stand.
Thanks for being here.
MS. HANCOCK: Your Honor, we will call M. Darin
Hanson back to the stand as our next w tness.
THE COURT: Wl cone back, M. Hanson. Pl ease
rai se your right hand.
DARI N HANSON
Being first duly sworn, was exam ned and
testified as foll ows:
THE COURT: Your wi tness.
M5. HANCOCK: Thank you.
DI RECT EXAM NATI ON
BY Ms. HANCOCK:
Q Good afternoon, M. Hanson. | appreciate you
bei ng back again to testify with us.
You're here to tal k today about Make Al |l owances;
is that right?
A Yes.
Q And did you prepare a witten statenent on behal f
TALTY COURT REPORTERS, INC.
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of National MIlk related to your Make Al |l owance testinony?

A. | did.
Q s that what's been marked as Exhi bit NWPF-167?
A Yes.

M5. HANCOCK:  Your Honor, if we could mark for
identification purposes, | think we're at 1547

THE COURT: W are. So marked.

(Thereafter, Exhibit Nunber 154 was narked

for identification.)

M5. HANCOCK: Thank you.
BY MS. HANCOCK:

Q Wul d you proceed with giving us your statenent?
A Yes.
THE COURT: |'msorry, do | have that?

Let's go off the record.

(O f the record.)

THE WTNESS: And like yesterday, | won't repeat
nmy bio and conpany profile into the record.

Good afternoon. Again, ny nane is Darin Hanson,
seni or vice president of supply chain and risk managenent
at Forenost Farmns.

For enost supports Proposal 7 to increase the
Make Al l owance in the butterfat, nonfat solids, protein,
and ot her solids conponent fornulas as recomended by
National MI1k. This includes raising butter to $0.21 per
pound, nonfat dry mlk to $0.21 per pound, cheese to $0. 24
per pound, and dry whey to $0.23 per pound.

As other National M|k nenbers have stated, these
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al l onances are a stretch for dairy producers to absorb
with their thin margins, even though these proposed

Make Al l owance increases nmay not fully conpensate for the
cost increases realized by dairy processors in the

manuf acturing of dairy products. Instead, these all owance
i ncreases strike a fair bal ance, between the reduction in
producer pay price and the reduction in processor mlk
costs resulting fromthese increasi ng Make Al | owances.

Forenost pl ants have experienced hi gher operating
costs due to inflation since 2008, but especially over the
past two years. Labor, energy, packaging, capital, and
ot her non-dairy costs have risen significantly during this
time. It is fair to note that sone of these costs have
decreased in 2023. For exanple, natural gas prices have
fallen back to pre-pandemc |evels, and diesel costs, a
| arge driver of hauling costs, have trended downward.

Al'l owi ng these proposed Make Al |l owance increases,
while we work towards a mandatory audited survey of cost
data, wll balance the need for the increase while not
devastati ng our producer market.

An inportant note is that manufacturing -- the
manuf acturing class Federal Order prices are not mandatory
prices that are required to be paid by m |k buyers to
dairy producers. Paynents to dairy producers can al so
i ncl ude other pluses and m nuses, such as vol une prem unmns,
quality incentives, hauling costs allocation, and market
adj ust nent s.

Al so, mlk custonmers can be charged a basis, or
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over-order premuns, that can be added to the mlk price
to account for higher increased costs as well. This basis
can also be positive or negative. The |evel of the basis
is determ ned by regional supply and demand factors and
various other market factors.

| f a processor is buying mlk froma cooperative
at agreed upon basis and their operating costs rise
unexpectedly, the basis can be negotiated |ower to offset
sone of these higher processor costs. This, in turn, may
force the cooperative/ processor to pay their nenbers |ess
for the mlk produced by reducing nenber premuns. |f the
cooperative is also a processor, they nmay be required to
pay less premuns to their nmenbers to ensure that earnings
targets are net in the face of these higher operating
costs.

Wth Make Al |l owances changi ng i nfrequently,
cust omer basis and nenber mil k prem um prograns all ow
parties to adapt to higher manufacturing costs over tine
in a natural way.

Since 2015, in the Mdwest and the M deast,
custoner basis has been declining, which has pressured
menber prem uns for mlk procurenent to also go | ower.
This is partially in response to higher processor
operating costs. ldeally, when Make All owances are
changed, custoner basis and dairy producer prem uns woul d
adjust at the sane tinme. However, since these prem uns
tend to change gradually over tine, they are sticky and do

not change qui ckly.
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This may be due to contractual agreenents between
parties that lock in mlk and finished product basis and
overages. Wen these |onger-term annual agreenents are in
place, it is difficult to adjust producer prem uns w t hout
I npacting earnings, because only one of the side of the
equation is fixed.

In addition, mlk supply nmay be slow to rebal ance
due to abrupt change to producer pay prices, as it takes a
long time to ranp down or back up when prices recover.
Large increases to Make Al |l owances woul d be a good exanpl e
of an abrupt change to producer prices, and such a change
woul d i kely force changes to farm ng operations.

Due to financial pressures of lower mlk prices
resulting froma |arge Make Al |l owance increase, dairy
producers may decide to reduce cow nunbers or exit the
industry altogether, at a tinme when processors are
incentivized to ranp up production.

This woul d di srupt supply and pressure mlk
prem uns and custoner basis |evels to nove hi gher as
processors conpete for mlk, partially or totally
of fsetting the inpact of the Make All owance change.

| f Make Al'l owance changes are inplenented, the
full inmpact to the mlk price will be felt by dairy
producers inmediately. The mlk premuns to dairy
producers and basis to custoners would be nuch slower to
adjust. This is an inportant reason to limt the
magni t ude of the Make All owance change to ensure that

markets remain orderly and not disruptive to dairy
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pr oducers.

Forenost al so supports the recomendati on for
mandat ory USDA pl ant cost surveys to ensure that
Make Al l owance cal cul ations are as accurate as possi bl e.
Costs wll change over tinme with inflation, consistently
causi ng sone costs to go higher. For other costs, such as
energy, costs can increase and decrease fromyear to year.
A consi stent and robust survey process that refreshes the
manuf acturing cost data on a tinely basis is critical to
the validity of the Make Al |l owance val ues.

I n summary, Forenost supports the National M1k
proposal to increase Make Al |l owances. The proposed change
directionally accounts for changes in higher operational
costs experienced by processors, while mnimzing the
inpact in financial disruption to dairy producer pay
pri ces.

The reality is that there are other mechanisns to
account for higher operating costs for processors,

i ncl uding the custoner basis and m |k prem um prograns for
dairy producers. These |ikely have been adjusted | ower
over the years to reduce the inpact of higher processor
operating costs. The key is to adjust Make All owances to
better represent reality, but ensure an orderly

mar ket pl ace for dairy producers. Thank you.

M5. HANCOCK: Thank you, M. Hanson.

Your Honor, we would nmake himavail able for
Cross-exam nati on.

THE COURT: M. Rosenbaum
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CROSS- EXAM NATI ON
BY MR ROSENBAUM

Q St eve Rosenbaum for the International Dairy Foods
Associ ati on.

M . Hanson, on page 2, you say that diesel fue
costs, a large driver of hauling costs, have trended
downwar d, correct?

A. Yeah, versus |ast year

Q And what line itemis that in in the calculation
of Make Al |l owances?

A. |"mnot -- just energy costs, in general, | nean.

Q Well, you said hauling -- you said diesel fue
costs, a large driver of hauling costs, have trended
downward. |I'mtrying to figure out whether that has
anything to do with Make Al |l owances whatsoever. Does it?

A | don't know the specifics of what goes into the
calculation, but | nean, it's a very significant cost that
we incur as mlk processors just to get the mlk to the
pl ant .

Q On that sane page you nake the statenent, quote,
"an inportant note is that manufacturing class FMMO prices
are not mandatory prices that are acquired to be paid by
m |k buyers to dairy producers,"” end quote.

| s that sentence presupposing that the m |k buyer
has depool ed?

A Coul d be -- that could be a situation.

Q Well, if you -- if you haven't depooled, if you

are a regul ated handler, | thought FMMO prices are
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mandatory. | thought that was the whole point the system

A. | believe that if they are -- well, if they are
pool ed, and they contract directly with i ndependent dairy
producers, then | believe there is a mninmmthat they
have to provide. But if they are contracting with
cooperatives, they -- they can buy m |k under cl ass.

Q You nean -- you are tal king about a situation in
whi ch the handler, the regulated handler, is the
cooperative itself; is that what you are sayi ng?

A No. No.

Q You -- it's your understanding that proprietary --

a proprietary handler contracting wwth a cooperative for a

mlk supply for Class IIl purposes is not required to pay
the mnimumdass Il price?
A. That's what | understand and experience. | nean,

definitely on a spot basis.

Q Sorry, | couldn't hear you

A. Definitely on a spot basis, you know, you are
selling mlk under class just to, you know, market the
mlk. And even when you get to contract basis.

Q Are you aware that -- is it your view that there's
a contract exception to the mninmummlk price
requi rement ?

A. |"maware that there -- if you have a private
processor, working with a cooperative, that's -- it is --
different rules apply for the contracting price.

Q Do you have any particular regulation or statute

to cite for these propositions?
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A No.
MR. ROSENBAUM That's all | have.
THE W TNESS: (kay.
THE COURT: Questions from others?
CROSS- EXAM NATI ON
BY MR ENGLI SH:
Q This is Chip English for the MIk Innovation
G oup.
Good afternoon, M. Hanson, again.
A Good afternoon.
Q So |l think I figured it out, but | was puzzling
over the use of the phrase because | don't think I have

seen it yet in this proceeding. But several tines on

2023

page 3, in the | ong paragraph for Exhibit 154, you discuss

a termcalled "custoner basis."

And I'm-- | amfiguring that what you nean is the

value -- the price that people are willing to pay in total

i s declining.

A. Yeabh. | was counselled to use that termi nstead

of over-order prem um

Q | don't want to know what the | awer told you
but -- but -- but -- soit's -- it is another termfor
over-order premum is that what you nean?

A. Yes. It was to avoid confusion, because you

al ways assune over-order prem uns are positive, but

over-order prem uns can be negative, too. You can add a

positive nunber or you can add a negative nunber.

Q And, in fact, they have been negative in the Upper

TALTY COURT REPORTERS, INC.
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M dwest, correct?
A. Yeah, this year.
Q And so if Make Al |l owances were adjusted upward, to

t he extent that custoner basis has been negative, the

mar ket value of the mlk wll remain, correct, the narket
value? It will still be the market val ue?
A. Yes.

Q Ckay. So wouldn't you expect if the
Make Al l owances went up, if custoner basis is negative,
that that custonmer basis would adjust with the
Make All owances goi ng up, correct?

A. Yes, | would expect that. That's kind of the
poi nt of that paragraph, kind of the opposite direction,
where it said that those basis | evels have been declining.
Were the opposite reason, so if you shift -- if you
i ncrease the Make Al |l owance, then over tine, you woul d
think that you would start to see an increase in those
over -order prem umns.

MR. ENGLISH That's all | have. Thank you.
THE COURT: Further questions?
CRCSS- EXAM NATI ON
BY MR M LTNER

Q Good afternoon, M. Hanson

A Good afternoon.

Q Ryan M Itner representing Select MIk Producers.

| wanted to ask sone questions about Forenost's
pl ants that are nentioned your statenent.

A Sur e.
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Q Your three Italian cheese plants --
A Yes.
Q -- do any of those plants have the ability to

transition and produce cheddar cheese?

A No, none of them do.

Q Does Forenobst dry the whey that is produced from
those Italian cheese plants?

A We dry sone of the whey, and other -- sone -- the
other we sell in liquid form

Q The whey that is dried, is that done at those sane
facilities or is it noved to a different |ocation?

A. It's -- one facility dries its own; then
another -- there's another drying facility where whey
solids are transported to.

Q The whey that is dried then, is it -- are the
sal es of that whey reported to the NDPSR?

A. | believe the whey -- the dry sweet whey itself is
report ed.
Q For your two cheddar plants -- and | may have

asked this the last tinme you were on the stand, and |
don't renenber.

A That' s okay.

Q -- do they produce bl ocks?

A. Yeah. One plant produces 640s, and the other
pl ant produces 40s.

Q Do either of them produce barrels?

A Nei t her produce barrels.

Q |s the whey fromthose plants dried at all by
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For enost ?

A Yes, but not at those facilities.

Q And woul d that whey, once it's dried, would the
sal es be reported to NDPSR?

A No, they wouldn't be in -- they are not in sweet
whey form
Q Did Forenost Farnms report plant processing costs

for Dr. Stephenson's study that was conducted on or around
20197

A No.

Q Dd it report any plant processing costs for the
updat ed study in 20227

A Yes.

Q Wien it did report to the second study, did it
report for cheese or whey or both?

A Cheese -- cheddar cheese and whey.

Q Did it report the cheddar cheese from both your
40- pound processi ng plant and your 640-pound processing
pl ant ?

A. | believe it was just the 40-pound pl ant.

Q When it report -- when you reported the whey, did
it -- did you have to pull costs fromboth the plant at
whi ch the whey was produced as well as the plant that
dried the whey?

A. | believe there was a cost to transport the whey
to the facility. And the facility we reported, it was no
| onger in operation. It was closed in Decenber of 2022.

Q Ckay. Do you still have facilities that dry whey?
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A. At our Italian plants.

Q Did that Italian plant report its costs to
Dr. Stephenson's survey?

A | don't believe so because it was an Italian
pl ant .

Q Was Forenost Farns part of National MIK's survey
of plant processing costs?

A Yes.

Q A witness earlier today didn't know the answer as
to whether -- whether his cooperative participated and how
it was reported. Can you -- can you confirmthat when
National MIk did its survey, it only used the data from
its own nenber survey and did not include Dr. Stephenson's
dat a?

A. That's what | understand.

Q Ckay.

A. It was a survey of National M|k cooperatives in a
task force group

Q Do you recall if when that National M|k survey
was conpleted, if the nenbers of the task force or
commttee or survey group, whatever we are calling it, if
t hey received a summary of those costs that said sonething

along the lines of the average cheddar cheese make cost is

X cents?
A. Yes, we received a summary but not the detail
Q How then, if you recall, did the commttee take

the sunmary nunber and arrive at the nunber that is now

i ncl uded in Proposal 77?
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A. Well, these nunbers, as from what | understand,
were very close to what the average of that survey was.
And, you know, the discussions we had was it was not | ust
about the nunmber. W know that this probably
underrepresents what the true cost is. W -- we --
Forenost nmet with our board to get their perspective on
it, and we agreed that we do want to increase
Make Al l owances to represent higher nake costs, but we do
not want to be disruptive to the market. And this was
that fair conprom se of the set of nunbers that National
MIk arrived at.

Q And | think you said it was -- the nunber that was
arrived at for Proposal 7 was close to the average of the
survey nunber?

A | believe so.

Q Ckay. So that would nean that there are sone
plants with higher costs than what National M|k has
proposed and sonme with | ower, correct?

A Yes.

Q And that's your recollection as to how that was
arrived at?

A Yes.

Q Ckay.

MR. M LTNER  Thank you very nuch.

THE W TNESS: Thank you

THE COURT: Anyone el se have questions that's not
ANVB?

ANES.
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CROSS- EXAM NATI ON
BY M5. TAYLOR:

Q Good afternoon

A. Good afternoon.

Q Let's see, where do | want to start. Well, first,
| don't think this is kind of covered in your statenent,
but 1'Il ask of your Forenost plants. Have you al
done -- invested in things to help you be nore efficient?
Whether it's on the cost side or increasing your yields,
have you done that since the Make All owances were | ast
updat ed?

A. We have made sone changes. A lot of our
investnent is in maintenance of the plants to nake sure
that we can successfully operate them But we have nade
i nvestnents in tracking solids going through the plant to
make sure that we're capturing all that data, to make sure
that we're using the solids as best we can. W have
invested a -- not in the cheese operations, but we
invested in a greenfield mlk separation plant in
Geenville, Mchigan. And that was back in 2018.

Q '18 --

A Yes.

Q -- did you say?
A Uh- huh.

Q You nentioned to M. MItner that Forenost did
participate in the 2022 survey fromDr. Stephenson?
A That's correct.

Q So we'll be discussing that next week, |'m sure.
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And the nunbers that canme out of that, do you find
that those averages are representative of Forenost's
costs?

A | believe so. | nmean, we have no reason not to
believe that. W provided the data and went through that
nodel 's formula, and then we got the nunbers back. So we
weren't surprised relative to sone of the other benchnarks
t hat we saw.

Q Ckay. You -- in your statenent you say that the
Make All owances that NVPF have proposed "strike a fair
bal ance between the reduction in the producer pay price
and reduction in the processor mlk costs resulting from
t he i ncreasi ng Make Al |l owance. "

| just wanted you to expand a little bit on what
you consider a fair bal ance.

A. Right. Well, when we | ooked at what was going to
be the inpact to the class prices with the National MIk
Make Al |l owance changes, they were going to have an -- they
will -- they would have an inpact of around $0.50 to $0. 60
per hundredwei ght, both on Cass IIl and IV. If you
| ooked at sone of the -- if you |look at the higher |evels
where IDFA is at, it has nore of an inpact, about $1.50
per hundr edwei ght.

And in talking with our board, talking with our

menbers, we just -- we felt that that inpact was too great
to -- to inpose on dairy producers at one tine.
Q Ckay. And so -- well, I'lIl get intothis in a
mnute, | guess. That leads ne to the question.
TALTY COURT REPORTERS, INC. 2755
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| wanted to talk a little bit about the basis
di scussi on you have on the top of page 3. And that's --
another word we can think of it as a premum | guess, but
plus or mnus, acknow edging it is not always positive,
for sure.

A Exactly. Unh-huh.

Q Are these premuns -- how are they determ ned?
Are they negoti ated between Forenost and -- and |I'm
assum ng since you are tal king about it, that Forenobst has
sone kind of process in place to negotiate this basis.

A. Yeah, | have a teamthat works for me, and their
job is to market mlk. And so they are going out,
devel opi ng those rel ationships with custonmers, both on a
contract basis, annual or multiyear, and then also on a
spot basis, to -- to -- just making sure that we have
| ong-term and short-term market access to our ml k.

Q And you tal k about how those can -- those are not
set in stone, right? They can fluctuate.

A Yes.

Q And so | wanted to talk a little bit about how
that is inpacting your producer pay prices already,
because, you know, generally when |I read this statenent,
the sentinent | walk away with is it's -- obviously it's
i npacting the producers already, whether it's through | ess
prem uns, you know, reblends, etcetera, and | just wanted
to see if you could talk a little bit about Forenost and
how at the producer |evel these increased manufacturing

costs are inpacting the mlk check that they receive from
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For enost .

A VWhet her it's fromour custoners or whether it's us
internally, our higher costs, you know, have to get
reflected back to the dairy producer for our custoners to
remain financially viable, for us to remain financially
viable. So that -- yes, that has resulted in | ower
prem uns pay paid to producers, with the higher
manuf act uri ng costs.

Q Ckay. And if under NMPF' s proposed nmakes, which

aren't -- you know, they are not a -- they are a
conprom se, | guess that's the word |I'l| use --

A Sur e.

Q -- a mddle ground, as you see it, would you say

you woul d expect the reblending or the deducts, whatever
you want to term to be less? | nean, there would be sone
i npact to the -- sone positive inpact to the producer mlk
check in that way?

A. That's what | woul d expect.

Q | guess what |'mtrying to ask as well is if
you -- | nmean, what |'mhearing is the nunbers m ght
change, but will the overall inpact change? Does that

make sense? You know, you have to pay it out of one side
or the other, so are we netting anything positive?

A. | think there's a |lot of value just to get the
truth in the nunbers, to making sure that the formulas are
really acc- -- like really reflecting what's happening in
the marketplace. Oherwse, there's a | ot of confusion.

There's a |l ot of angst out there, because if you have
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rebl ends that are negatively inpacting nenbers, they don't
under stand where those are comng from If you can

explain what's going on with the Make Al |l owances and why

you have higher costs, | think it becones easier to get
acceptance of the -- what the fornulas are and what they
represent.

Q Ckay. And so that leads nme to a thought | had at
the end. And | think what you are saying then is you find
a benefit to find -- having nore of that reflected in the
regul ated m ni num prices rather than sonehow reflected in

t he mar ket --

A Yes.
Q -- prices that you see?
A. Yeah. Because if we're going to use this as our

benchmark for how we price in the marketplace, in ny mnd,
it has to have -- resenble what reality is, so everybody's
engaged and on board.

Q Ckay. Thank you

A Uh- huh.

Q On the top of page 4 -- and | think this leads to
kind of -- the discussion is kind of the sanme, but what |
read fromthis, kind of the reality is -- and this is a
di scussion you wite up of why we shouldn't increase
Make Al |l owances too nuch, too fast, right? Don't shock
the system | think is what you are saying.

A Right. Yep.

Q And what | read fromthat, if |I can sumarize, you

can tell me if I"'mcorrect, is that if we would increase
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the makes too high, it's going to result in either |ess
m | k production and less -- and/or |ess farm nenbers,
right, because people are going to go out of business?

A. Ri ght.

Q And eventually that wll |ead to higher prices,
but that's --

A You're correct.

Q -- sticky and sl ow?

A. Exactly. That's exactly right.

Q "' m | ooking through ny list to make sure | have
covered everything.

Does Forenpbst use any ri sk managenent tools to

hel p navigate this volatile nmarket?

A. Yes, we do, quite extensively.

Q Wuld you |i ke to expand on that?

A Specific to Make Al |l owance or specific to --

Q Well, you're up here now, so just generally.

A. Well, in general, we spend -- ny team spends a | ot

of time trying to hedge the bl ock-barrel spread because it
has such an inpact on us that we spend a |ot of tineg,
spend a | ot of resources managing that. And that's why
we're so enphatic about sone -- why we think you need to
have one price series to represent each of the main
comodi ti es, because when you have nore than one, it's
very disruptive to our earnings on a nonth-to-nonth
year-to-year perspective. And then we tal ked about the

i npact it has on dairy producers, too.

W spent a lot of tine -- we -- we pass through

2023
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nost of our mlk costs to the finished product, but
there's a lot of nuances in there that can add up,
especially on a nozzarella operation. So there's a |ot of
protein and butter hedging that we spend a | ot of tine on,
and then a | ot of custonmer hedging that we're working with
our custoners, if they want fixed pricing, we can put
positions on for them

M5. TAYLOR | think that's it. Thank you.

THE WTNESS: ay. Thank you

THE COURT: Anyone el se?

Redi rect ?

MS. HANCOCK: Your Honor, that's all we have at
this tine. We would nove to offer 154 as an exhibit.

THE COURT: Exhibit 154 is entered into the
record.

(Thereafter, Exhibit Nunmber 154 was received

i nto evidence.)

THE COURT: Thank you. You may step down.

M5. HANCOCK: Your Honor, at this tine we would
call M. Rob Vandenheuvel .

THE COURT: Of the record.

(Wher eupon, a break was taken.)

THE COURT: Unless you want, | can swear the

Wi t ness in again.
ROB VANDENHEUVEL,
Being first duly sworn, was exam ned and
testified as foll ows:
THE COURT: Your wi tness.
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DI RECT EXAM NATI ON

BY Ms. HANCOCK

Q

Good afternoon, M. Vandenheuvel. Welcone back to

t he st and.

This tinme you understand that you are here to talk

about Make Al |l owances?

A

> O > O > O

this as

Yes.

And did you prepare a witten statement --

Yes.

-- to testify today?

Yes.

| s that what we have marked as Exhi bit NWPF-18?
Yes.

M5. HANCOCK: And, your Honor, if we could mark
t he next exhibit nunber?

THE COURT: | have 155. So narked.

(Thereafter, Exhibit Nunmber 155 was narked

for identification.)

BY Ms. HANCOCK:

Q

And, M. Vandenheuvel, do you have three exhibits

that are attached to your testinony that we have now
mar ked as Exhi bit 1557

A
Q
A
Q

Data for

A

Yes.

And the first one is NWPF-18A.

Yes.

And that's titled CDFA Manufacturing Cost Annual
California 2016 Data?

Correct.

TALTY COURT REPORTERS, INC. 2761
taltys.com - 408.244.1900


http://www.taltys.com

© 00 N o o A~ W DN P

N NN N NN NNDNDNRR R R R PR R B R
© N o O W NP O © 0N O 00 BN~ WDN R O

TRANSCRI PT OF PROCEEDI NGS Sept enber 07, 2023

NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

MS5. HANCOCK: Your Honor, if we could nark that
for identification purposes as Exhibit 1567

THE COURT: Yes. So marked.

(Thereafter, Exhibit Nunber 156 was narked

for identification.)

M5. HANCOCK: Thank you, your Honor.
BY MS. HANCOCK:

Q And, M. Vandenheuvel, did you al so have Exhibit
NVPF- 18B attached to your testinony, this one dated
Sept enber 18t h, 2007, on CDFA | etterhead?

A Yes.

M5. HANCOCK: Your Honor, if we would nark this as
Exhi bit 157?

THE COURT: So nmarked.

(Thereafter, Exhibit Nunber 157 was narked

for identification.)
BY MS. HANCOCK:

Q And then third we have what has been identified as
Exhibit NMPF-18C, and it's titled Cost of Processing in
Cheese, Wey, Butter, and Nonfat Dry MIk Plants?

A Yes.

M5. HANCOCK:  And, your Honor, if we would nmark
t hat as Exhibit 1587

THE COURT: So mar ked.

(Thereafter, Exhibit Nunber 158 was narked

for identification.)

M5. HANCOCK: Thank you.
BY MS. HANCOCK:
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Q M. Vandenheuvel, would you m nd proceeding with
your testinony today?

A. Sure. For the sake of efficiency, I'll skip the
i ntroductory paragraphs, and as | go through the witten
testinmony, |I'Il also skip over paragraphs that are largely
repeated testinony fromother National M|k w tnesses.

The issue establishing appropriate Make All owances
here -- or manufacturing cost allowances, hereafter
Make Al l owances, in the Federal Order formulas is of
critical inportance to CDI, as we view this issue not only
t hrough the I ens of a marketing cooperative co-owned by
258 nenber-owners, but also as a partnership of those sane
nmenber -owners in making | arge-scale investnents in dairy
product manufacturi ng.

Unli ke sone of the other issues being considered
by USDA in this hearing proceeding, there is overwhel m ng
recognition across the industry by both producer and
processor representatives that Make Al |l owances are in need
of an update. Few businesses, regardl ess of industry, can
say their fundanental econom cs are unchanged in the nore
than 15 years that have passed since the |ast update.

It's also inportant to keep in mnd the broader
picture, especially in a hearing like this, where we w ||
delve into the mnutia of the Federal Oder fornulas.
Federal Orders utilize end product pricing fornulas which
calculate a mnimum price for mlk purchased by pool ed
m | k handl ers based on the whol esale price of four end

products, specifically butter, nonfat dry m |k, cheddar
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cheese, and dry whey.

The Make Al l owances that are part of these
forrmulas are intended to generally represent the cost of
converting raw mlk into those end products. Sinply put,
the cost structure associated wth converting raw m |k
into those four end products is different today than it
was in the m d-2000s when the Make Al |l owances were | ast
eval uated. An update is clearly warranted.

Specifically, Proposal Nunmber 7 would adjust the
Make Al l owances used in all four classified mlk pricing
formulas. And the levels there noted are consistent with
previ ous testinony and the proposal.

11 skip over the next paragraph that references
t he mandatory reporting, which has been fully vetted in
earlier testinony.

And risk of inaction:

While CDI joins National MIK in proposing
| ong-terminprovenents to this process through better
data, the inmmedi ate adjustnments reflected in Proposal
Nunber 7 in this hearing process are also a critical need
for the industry. The risk of inaction or delayed action
is sinply too great to put the issue off any further.

Cooperatives are nost exposed to financial risk of
i naction:

Mar ket -wi de bal ancing is primarily conducted by
farnmer-owned cooperatives that have built mlk
manuf acturing plants that produce storable dairy products

like butter and nonfat dry mlk. Wile non-cooperative
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manuf acturers that purchase their raw mlk from
cooperatives as needed can scale mlk purchases to their
profitable demand for various end products, cooperatives,
in their role as mlk balancers, receive the residua
volunmes of mlk and turn it into storable products.

CDl, like many of our fellow cooperatives, is on
the front lines of this market dynam c, experiencing
significant swings in mlk processing volunes as we
bal ance t he seasonal ebbs and flows of our nenber-owners
m | k production, as well as the ebbs and fl ows of seasonal
demand for raw m | k.

In 2022, the six CDl -owned manufacturing
facilities processed as nmuch as 31.8 mllion pounds per
day in April of 2022, and as little as 24.6 m|lion pounds
per day in Cctober of 2022, a swing of 7.2 mllion pounds
per day, or 23%fromthe peak to the valley.

Managi ng that |evel of volunme volatility is
chal | engi ng enough. Doing so with an artificially
el evated Federal Order Class IV price due to outdated
Make Al l owances magnifies the difficulty and increases
costs borne by our nenber-owners.

| naction creates wi nners and | osers:

When the Make All owance is set too low, a scenario
that is playing out right now, the systemcreates w nners
and losers within the dairy farmer community. The | osers
are those producers who have nmade an investnent in
manufacturing infrastructure, either individually or

t hrough a cooperative, as their return on that investnent
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Is dimnished or conpletely elimnated due to a mlk price
forrmula that essentially overvalues the raw m |k being
processed.

The wi nners are those producers sinply selling
mlk to a third-party processor that is pooling mlk on a
Federal Order. Those producers are guaranteed an
artificially-inflated Federal Order blend price and yet
are contributing nothing to the financial stress the
systemis placing on the producers who have nade
i nvestnents in processing.

In essence, failure to maintain a Make Al |l owance
that fairly represents current manufacturing costs creates
a disincentive to invest in processing infrastructure for
use in balancing supply and demand, which will ultimately
create disorderly conditions if or when producers are
unw I ling to or unable to take on that cost.

Ri sk of over correction:

Wil e an update to Make Al l owances i s warranted,
CDI recognizes that there's also a risk to overcorrection.
There are certain unknowns due to limtations in the
avai | abl e manufacturing cost data sources, such as the
range of costs that may be seen if all plants neking
el igible products were required to report plant costs to
USDA as opposed to the voluntary data sources we have
t oday.

Anot her limtation is product yields using current
technol ogy; another linmtation is benefits of autonation;

and finally, energy efficiencies or other inprovenents to
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pl ant efficiencies.

Wil e CDI supports mandatory cost reporting that
could provide reliable data in these key areas -- key
i ssue areas, we believe that for the purposes of this
heari ng, the absence of available reliable data provides a
justification for a nore tenpered adjustnent in the very
near term which is what Proposal Nunber 7 represents.

Furthernore, the inpact on dairy farns and on the
regul ated nmonthly mlk price nust be considered when
eval uating these adjustnents. It is sinple arithnetic
that an increase in Make Al l owance will|l generate a | ower
resulting classified mlk price. Wile a regulated mlKk
price reduction due to higher manufacturing costs can be
justified, the inpact on dairy farns froma sudden and
| arge m |k check adjustnment is a consideration that
supports a nore tenpered approach.

The bal anced appr oach:

Proposal Nunber 7 takes a bal anced approach maki ng
i ncrenmental change to the current Make Al |l owances whil e
erring on the side of conservatism The proposal garnered
unani nous support fromthe National M|k Board of
Directors across cooperatives with and w thout significant
ownership in processing assets.

The follow ng are considerations that CDI nade in
supporting Proposal Nunber 7, particularly with --
particularly with respect to the adjustnent in butter and
nonfat dry m |k Make All owances.

CDI has experienced significant cost inflation
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across our network of manufacturing facilities since 2007
when the manufacturing cost allowances were | ast updat ed.

Wil e CDI supports mandatory cost reporting to
USDA as previously referenced, CD participated in a
statewi de and mandatory cost study for dairy manufacturing
pl ants when California operated under a state marketi ng
order prior to 2018. This mandatory audited cost study
was conducted by California Departnent of Food and
Agriculture, or CDFA. The nost recent publication from
the results fromthat annual cost study reported results
using 2016 data. And while | have a summary bel ow, that
was Attachnent A of ny testinony.

Al so attached to this testinony are the results
from CDFA's 2006 cost study, which is Attachnent B
referenced earlier, and also summarized in the table
bel ow. That 2006 cost study was specifically used, in
part, as a basis for establishing the current
Make Al |l owances in 2008.

So Table 1 has the breakdown. One area | would
note i s the next paragraph: As evidenced by the data in
Table 1, the cost of producing butter and nonfat dry mlKk
at California manufacturing plants surveyed by CDFA rose
across all cost categories in that 11-year tinefrane. The
category processing | abor saw sone of the nost significant
inflation, a rise of 51.4%for butter and 48.6% for nonfat
dry mlk, an interesting finding in a cost area that one
woul d expect to see sone benefit of automation during that

11-year wi ndow of tine.
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The University of Wsconsin report:

| n Decenber 2021, Dr. Mark Stephenson, director of
dairy policy analysis at the University of Wsconsin
Madi son, published a report in entitled Cost of Processing
i n Cheese, \Wey, Butter and Nonfat Dry MIk Plants. And
that is Attachnment C referenced earlier.

This report requested and funded by USDA was based
on feedback from 57 dairy manufacturing plants making
either butter, nonfat dry m |k, cheddar cheese, and/or dry
whey. Included in the report was feedback from 12 butter
and 27 nonfat dry mlk plants that had fully conpleted the
survey.

Specific to Dr. Stephenson's findings on the plant
cost for butter and nonfat dry mlk, the report found a
wei ght ed average processing cost for all respondents of
$0. 1411 per pound for butter and $0.2933 cents per pound
for nonfat dry m |l k.

Upon review of the report's findings, CD grew
concerned about the wi dely divergent findings for the cost
of manufacturing butter and nonfat dry m Ik, especially
when conpared to other plant cost results published
previously by Dr. Stephenson.

We questioned the nethod used to allocate costs
anong the various products being produced in a single
facility and whether those nethods contributed to the
significant divergence in the reported cost of
manuf act uri ng.

Unabl e to reconcile precisely what caused the
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difference, we evaluated the butter and nonfat dry ml Kk
results in total, rather than individually. Below are the
results of that eval uation.

And what | show here in this table is the reported
butter processing cost on a wei ghted-average basis and the
reported nonfat dry mlk processing cost on a wei ghted
average basis, and that 14 -- .1411 -- or $0.1411 per
pound wei ght average as referenced earlier for butter and
$0. 2933 cents per pound for nonfat dry mlK.

| then nmultiplied that cost per pound by 3.5
pounds of butterfat and a yield of 1.211 pounds of butter
per pound of butterfat to get 4.2385 pounds of butter from
a hundred pounds of mlk at 3.5% butterfat and 8. 685%
sol i ds nonfat.

And then | did the sanme cal cul ation, 8.685 pounds
of nonfat dry mlk -- I'"'msorry -- 8.685 pounds of solids
nonfat times a yield of 0.99, gives a result of 8.5982
pounds of nonfat dry mlk for every 100 pounds of mlk at
t hose stated conponents.

| nmultiplied the cost fromthe University of
Wsconsin report in the second columm by the nunber of
pounds identified in the third colum to get the total
cost per 100 pounds of mlKk.

And then summed those to get $3.1198 per
hundr edwei ght conbi ned, and divided that by the total
nunber of product pounds, which would be the 4.2385 pounds
of butter and the 8.5982 pounds of solids -- of nonfat dry

mlk, to get a weighted average cost per pound of butter
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and nonfat dry mlk of $0.243 per pound.

We then conpared the wei ghted average cost of
$0. 243 per pound to the current Make Al |l owances of $0.1715
per pound for butter and $0. 1678 per pound of nonfat dry
m | k.

Under that conparison, the proposed updated
Make Al |l owance of $0.21 per pound for both butter and
nonfat dry mlk included in Proposal Nunber 7 represents
the capture of 50% of the difference between the current
Make All owances and wei ght ed average cost per pound of
butter and nonfat dry mlk as cal cul ated above, rounded to
t he nearest penny per pound.

G ven the intent of Proposal Number 7 to err on
the side of conservatismand be revi ewed once again at a
| ater date with the availability of data froma mandatory
audited reporting of plant costs and yields, it seened
very reasonable to propose an updated al |l owance equal to
approxi mately 50% of the difference between the current
Make Al |l owances and t he updated wei ghted average
manuf acturing costs as calculated in Dr. Stephenson's USDA
comm ssi oned and funded cost study.

This was further validated by the California
specific data from CDFA in 2016 that denonstrated, even at
that point, seven years ago, the real cost of producing
better and nonfat dry mlk in California was already
around $0. 20 per pound.

Wei ghing all the available information, and in the

context of the broader goal to provide USDA with the
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authority to collect mandatory cost data in advance of the
next Make Al |l owance adjustnent, CDI joins National MIlk in
supporting Proposal Nunber 7, a bal anced adjustnent to
Make Al l owances that, again, garnered the unani nous
support of the National MIk Board of D rectors.
That concludes ny witten testinony.
Q Thank you, M. Vandenheuvel
M5. HANCOCK:  Your Honor, we would nmake him
avail abl e for cross-exam nati on.
THE COURT: Cross other than AMS?
CROSS- EXAM NATI ON
BY MR ROSENBAUM
Q St eve Rosenbaum for the International Dairy Foods
Associ ati on.
If we turn to page 4 of your testinony, which is
Exhi bit 155, you have a table that reports as to what the
what the California Departnment of Food and Agriculture
cost studies had shown to be the costs of naking butter
and nonfat dry mlk in 2006 and 2016, correct?
A Correct.
Q And what this study showed for nonfat dry mlk was
that the cost of nmaking that product in 2016 was $0.2082

correct?
A Correct.
Q And -- and to state the obvious, we are in 2023

t oday, correct?
A Correct.
Q And it is National M|k Producers Federation's
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proposal that the Make Al |l owance be set in the Federal
Order system in 2023, or whenever the actual decision
comes out, at $0.21, correct?

A Correct.

Q So you -- your -- which is really a rounding, if
you wi ll, of what the cost to manufacture was deened to be
for nonfat dry m |k seven years ago in 2016, correct?

A Correct.

Q And it is certainly -- and by the way, this
docunment shows that between 20016 and two thousand -- |et
me start that again.

Thi s docunent shows that between 2006 and 2016,
the cost of nmaking nonfat dry m |k had increased by 25.1%
correct?

A Correct.

Q And -- and certainly you would agree with ne that
t he actual costs have gone up substantially since 2016,
correct?

A. They have definitely increased since 2016. |
would -- | would note that these are California-specific
nunbers, which -- and California certainly has sone of its
own dynam cs around manufacturing costs, which would be a
limtation of this dataset.

Q You're aware, though, the federal governnent has
relied upon the CDFA data in the past in setting
Make Al |l owances, correct? Not as the sole source of
information, but as part of the source of information,

correct?
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A. In ny review of the docunentation fromthe | ast
Make Al l owance reset, | believe they applied -- USDA
applied the California product volunes to the CDFA data
and the non-California volunes to another dataset.

Q Ckay. So when you then sort of describe what the
National M|k proposal would do, and | think you |aid out
pretty plainly at the bottom of page 5 and the top of
page 6, that your proposal would only attenpt to capture
15 -- 50% of the actual increase in cost of manufacture
since Make All owances were set back in 2008; is that
correct?

A 50% of the difference between the current
Make Al l owance and this interpretation of Dr. Stephenson's
nunbers from his 2021 report.

Q Are you aware that his 2021 report was based
primarily upon 2018 data, with a few entries from 2019?

A. | don't know the exact timng of when all those
entries were nmade, but they were as early as 2018, yes.

Q Ckay. So it's nore accurate, isn't it, to state
t hat Proposal 7 would represent the capture of 50% of the
increase in cost of manufacture between 2008 and 20187

A That woul d be -- that would be an accurate
statement with the caveat of the itens noted on page 3,
which is the limtations of the available data, not having
the confidence that all plants nmaking eligible products
required to report costs, not having updated informtion
on product yields, which Dr. Stephenson's anal ysis does

not include a yields update, and then any ot her
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efficiencies that m ght not be captured. So with that
caveat, | would agree with your statenent.

Q And you are aware that -- that Dr. Stephenson
conducted cost of manufacture reports in 2006 and 2007,
whi ch were then relied upon by USDA to set Make Al |l owances
along with the California Departnent of Food and
Agricul ture data?

A. |"maware fromreading the material that that's
t he case.

Q And are you aware that the general nethodol ogy
Dr. Stephenson engaged in to conduct his reports renmai ned
the sane, with the exception of the problemyou identified
on page 5 about how properly to allocate certain costs
bet ween butter and nonfat dry m | k?

A. |"'maware that the -- nost of the nethodol ogy did
remain the sane. There was a distinct difference in the
length of time fromthe previous reset of the
Make Al l owance. That was about a seven- or eight-year
gap, and we have got about double that. But, yes, |I'm
awar e the net hodol ogy has been consi stent.

Q l"msorry, is --

A Has been consi stent.

Q Thank you.

Now, | assume you woul d agree costs have increased
si nce 2018?
A They have definitely increased since 2018.
Q By that, | nean the cost of naking butter and

nonfat dry mlk, correct?
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A. My guess is the cost of making al nbost anyt hi ng,
but, yes, butter and nonfat dry mlk.

Q Ckay. Now, you do know, |'m sure, that
Dr. Stephenson has produced a nore recent report than the
one that you had marked as Hearing Exhibit 158, correct?

A Yes. At the tinme of preparing this testinony, |
didn't have that information available. | also felt it
was nost appropriate to rely on an analysis that had been

comm ssi oned by USDA as part of this proceeding.

Q Have you had a chance to read the nore recent
report?
A. | have had a chance to revi ew sone of the nunbers.

| would not claimto be an expert in all the in and outs
of it.

Q Ckay. Do you -- have you at | east concl uded that
the problemthat you identified on page 5 relating to
Dr. Stephenson having used, | will call it a
non-traditional nethod of allocating costs between butter
and nonfat dry mlk, have you determned that in the nore
recent report, which is yet to be -- which is | DFA
Exhibit 1, that -- not yet introduced into evidence --
that he has reverted to the traditional nethod of

al |l ocati on?

A. That -- that does nmake it easier to make a
conparison to historic nunbers. | did -- | did notice
t hat .

Q Ckay. Now, you say on page 3 that, quote,

“failure to maintain a Make Al l owance that fairly
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represents current manufacturing costs creates a
di sincentive to invest in processing infrastructure for
use in balancing mlk supply and demand, which will
ultimately create significant disorderly conditions if or
when producers are unwilling or unable to take on that
cost," end quote.

Do you see that?

A Yes.

Q But you are not, in fact, proposing a
Make All owance that would, quote, "fairly represent
current manufacturing costs"; isn't that fair?

A. | don't believe there's going to be testinony
entered into the record at this hearing that can fairly
represent to the penny current manufacturing costs because
of sonme of the limtations. So what | have proposed as a
justification for National MIk's Proposal 7 is using the
avail abl e data, but putting conservatisminto that because
of the | ack of data.

Q But -- but you have agreed -- you have agreed,
believe, that insofar as Dr. Stephenson's reports are
concerned, the nethodol ogy he has used in his nost recent
report is fundanmentally consistent with the nethodol ogy
that he used in the earlier reports that USDA found
sufficiently reliable to utilize in its setting of
Make Al l owances; is that right?

A. Yes. In terns of his nethodol ogy, that
nmet hodol ogy has not resulted in the past in USDA using

that data exclusively in setting Make Al |l owances. But, in
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part, just as | have done here in this justification.

Q Ckay. But the end result is your nunmbers only get
hal fway to what Dr. Stephenson said in his 2021 report
were the 2018 -- or 2019 data wei ghted average cost to
manuf acture; is that right?

A The use of that 50%to account for the data
lacking is -- is a correct observation.

Q And the National MIKk proposal would, if you will,
| eave processors high and dry with only 50% of the cost
i ncrease as of 2018 havi ng been accounted for by higher
Make Al |l owances, unless and until there was sonme ot her
mlk order hearing to do sonething to change that; is that
right?

A. | think it's inportant not to eval uate a proposa
agai nst perfection but to evaluate it against where we are
today. This represents, in our opinion, in CD's opinion,
as a significant manufacturer in the United States, as a
significant inprovenent in the mninmumprice fornul as,
while still balancing the limtations of data, the inpact
on producers, and all the other things in ny testinony.

Q Ckay. | recognize you, | presune -- well, | don't
know. D d you participate in Federal Order issues prior
to California joining the Federal Order systenf

A | did not.

Q Okay. Do you know whet her USDA has ever -- since
t he product pricing fornmul a approach to setting m ni mum
prices cane in effect in 2000 -- has ever failed to adopt

Make Al l owances that it viewed as reflecting the weighted
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average cost of manufacture 100%

A. |"mnot -- not aware of a response to -- to that
particular question in the way you framed it. But | wll
observe that if it was a sinple plug and play, this cost
data, put it into the fornmula, these hearings would be a
| ot shorter. And so there's a |lot of different
perspectives that need to be put into the record, |ooking
at different angles beyond just the nunbers on a singular
report.

Q And just so the record is clear, you are aware
that we -- that Dr. Schiek has perfornmed certain anal ysis
using the nost recently available California Departnent of
Food and Agriculture data as well and that that al so forns
part of the |DFA proposal ?

A. ' m aware of sonme of the work. Look forward to
hearing his testinony.

Q Ckay.

MR. ROSENBAUM That's all | have.

THE COURT: Ms. Hancock.

M5. HANCOCK: Your Honor, | see that we're at
5:00. M. Vandenheuvel w |l be available here tonorrow.
| thought now would be a good tinme to tal k about the
line-up for tonorrow as wel |.

THE COURT: | think so unless -- | see no
obj ections. Yes, thank you.

Are you the keeper of the |ineup?

M5. HANCOCK: Well, for this part of the hearing,

while we're still putting on our witnesses, | am your

TALTY COURT REPORTERS, INC. 2779
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Honor .

And anybody can shout out if you think that what |
have is wong, but we will conplete M. Vandenheuvel's
testinmony tonorrow norning. We will nove on to Pau
Bauer -- maybe not in this order, but this is the |ist of
W t nesses -- Paul Bauer, Mnty Schilter, Mke John. And |
believe we're only going until 11 o' clock, at which tine
we'll take an early lunch to get back by noon to do the
dairy farners.

M5. TAYLOR:. That is correct. W'IIl start virtual
dairy farnmer testinony at noon. W have seven signed up
to testify tonorrow, so | inmagine that will take us again
to around 1:30-ish, and naybe we can take a break and use
up the last hour of our day, and then finish at 3:00.

THE COURT: Anyone el se have anything to
contribute? That sounds good to nme. Thank you for the
organi zation on this.

M5. TAYLOR: Does anyone el se have soneone t hat
needs to testify tonorrow?

MR. ROSENBAUM | think our expectation is that we
will use up tonmorrow with the witnesses that National M1k
has, your Honor. And | don't think -- if it turns out we
have, you know, 45 mnutes extra, | think it would not
nmake sense to try to -- frankly, our witnesses are at this
poi nt schedul ed to cone in next week.

THE COURT: Ms. Hancock, you |l ook Iike you m ght
have had sonething to say.

MS. HANCOCK: Nope.
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THE COURT: Back on the record.
Of the record there was a little further
di scussion, and it was suggested that the |ine-up of
Wi t nesses that we discussed earlier on the record would

probably take us through the whole day tonorrow, Friday.

And then -- so we won't -- we won't have any witnesses in

the batter's box, so to speak, and in the on-deck circle

for the purposes of that day. |If we have a little bit

| eft over, that would be fine. | concur with all of that.

And unl ess anyone el se has anything, it's 5:02,
let's adjourn for the day. See everyone back here at
8:00 a.m, just |ike usual.

(Wher eupon, the proceedi ngs concl uded.)

---000- - -
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true and correct transcript of my shorthand notes, and a
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