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THURSDAY, SEPTEMBER 28, 2023 - - MORNI NG SESSI ON

THE COURT: Let's go back on record.

W' re back on the record on Septenber 28, 2023.
It is Thursday. |It's approximately 8:00 in the norning,
and we are resumng the testinony that we just barely
began yest erday.

So |l will ask the witness in the chair to again
state and spell his nane.

THE W TNESS: Jacob Schuel ke, S-CGH U-E-L-K-E

THE COURT: Thank you. You renmain sworn.

You may proceed.

JACOB SCHUELKE,

Havi ng been previously sworn, was exam ned

and testified as foll ows:

M5. VULIN:.  Thank you, your Honor.

And, M. Schuel ke, do you still have a copy of
your testinony in front of you?

THE WTNESS: | don't, but we can pretend | do.

M5. VULIN. Well, can we go off the record for
just a hot nonment?

THE COURT: Absolutely. Yes.

M5. VULIN:. Let ne grab a copy. Sorry about that.

THE COURT: Let's go back on record.

W' re back on record at 8:01.

Counsel, for those who m ght just be turning in,
whi ch exhi bit nunbers have you given hin?

M5. VULIN. | gave him Exhibit 267, which is a

copy of his testinony.
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THE COURT: All right. And the other docunent
that we identified and began to testify about yesterday,
was Exhibit 268. So | have themboth in front of ne.

M5. VULIN. Geat. Thank you.

And this is Ashley Vulin with the MIk |Innovation
G oup.

( CONTI NUED) DI RECT EXAM NATI ON
BY Ms. VULIN:

Q So, M. Schuel ke, yesterday we learned a little
bit about your background and the products that Crystal
sel | s.

What kinds of Class | products does Crystal sell?

A W make m | ks and creanms of all kinds.

THE COURT: WMake sure that mc is closer to you.

THE W TNESS: Ckay.

THE COURT: You m ght want to straighten it so
that it is taller or something.

M5. VULIN. And if you scoot your chair, that can
help alittle bit, too.

THE WTNESS: Al right. W're onit.

BY MS. VULIN:
Q What kinds of Cass | products does Crystal

process?
A M| ks and creans.
Q Are -- are they ESL or HIST, your m|lk?
A We are an HIST plant.
Q Excl usi vel y?
A Yes.
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Q And we heard yesterday al so about sone of the
hi gher protein products that you sold.

How does Crystal ensure the higher protein content
of its products?

A The m |k does not cone in that way. |In California
we have a fortification standard, so we need to buy
additional solids. W add themto our fluid mlks in the
form of condensed m |k, others use nonfat dry mlk. And
we pay for them and pool for them appropriately.

Q And do you think that the protein in mlk has
val ue or appeal to consuners?

A | do.

Q But are you able to sell those products for a
hi gher price because of their protein content?

A. No. W have never had a custonmer in Oregon or
Ari zona say, hey, you know that mlk with 20% nore
protein, we want to pay you 20% nore for it.

| know Fairlife and others have found val ue doi ng
that, but we haven't found that on a nass | evel anywheres.

Q And yesterday we had tal ked about sone of your
significant experience in risk managenent.

Have you ever hedged any dairy products that a
conpany you work for sells?

A. Yeah. Well, certainly | started in the extension
service doing research froma USDA ri sk managenent service
grant, and with that, we really hel ped grow the futures
mar ket as dairy farnmers first started buying Cass Il

contracts. It was really a nothing at first.

TALTY COURT REPORTERS, INC. 5811
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And the sane thing could be said -- so that woul d
be ny experience at the extension service. W did a |ot
of risk managenent education, and over tinme it grew

The sanme woul d be said for the |arger
manuf acturers that | canme to work with, first being H | mar
Cheese when | went there. They really didn't offer fixed
price sales, things like that. And over tine, they did.
And over tine, the CVE said, "Hey, because this is
growing, let's not just sell a Cass Ill contract, let's
sell a cheese contract, a whey contract, a butter, a
nonfat dry mlk." It took tinme, but we grew.

Q Uh- huh.

And you tal ked about your experience at the
extensi on service. Wat year was that?

A. It would have started in 2003.

Q And that's when you think hedging in the cheese
mar ket was really in its infancy?

A. Yeah. It started before then, but when you | ook
at the significant volunes, that's really around where |
feel it started to pick up.

Q And then after that, have you ever done any butter
hedgi ng?

A. Certainly. Cbviously I worked for California
Dairies and did their risk managenent. They nmake a little
bit of butter. And | do that in ny job today as well.

W -- we manufacture butter. W are also a large ice
cream manuf acturer, and we use butter futures to offer

fixed price contracts to our custoners.

TALTY COURT REPORTERS, INC. 5812
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Q And so historically, hedging has been a big part
of how you nmanage risk for the conpanies that you work

for?

A Yes.

Q And it's grown over tine?
A Uh- huh.

Q Have you ever done any --

THE COURT: [|I'msorry, what was that answer?

THE W TNESS:  Yes.

M5. VULIN. Thank you, your Honor.

BY Ms. VULIN:

Q Have you ever done any hedging on a C ass
pr oduct ?

A No, | have not.

Q Why not ?

A. Well, up until a few years ago it really wasn't
possi ble. And at the nonent, | don't have a | ot of
cust omers knocki ng down the door asking for it. That, you
know, we have trained themvery well in this roomto
accept the price fluctuations.

That said, | feel | have a |ot of custoners who
buy HTST mlk and would find a lot of value in it, nanely
school lunch prograns, USDA feeding prograns. These are
prograns where people are allocated a fixed budget anount
for the entire year, and when the Class | price starts
going all over the place, they really struggle to supply
that mlk and neet their budget constraints. So if |

could offer thema |level set price for their entire budget

TALTY COURT REPORTERS, INC. 5813
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
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

year, | think they would find a |ot of value in that.

Q And in order to do that, you are thinking you
need -- what would you need in order to do that? O what
ki nd of changes or education would need to happen for you
to approach those custoners with the fixed price offer?

A The sanme as in when we started mlk futures for

dairy farns, and we started cheese futures, and butter

futures. It just takes tine to unlearn the roller coaster
and do that.
Q But you think there would be a |lot of value in, at

| east certain sectors, to be able to do that?
A. Foodservi ce, restaurants, governnent. There's a

| ot of people who are unable to pass the price al ong.

Q And how |l ong, in your experience in Class | -- or
excuse nme -- and also in risk managenent, how | ong do you
think Cass I, both processors, custoners, would need to

devel op a nore category-w de approach to stable prices and
hedgi ng?

A. In nmy experience in the other markets, it probably
took ten years before people were really dipping their toe
in the water, then dipping it again, and getting into it.

Q Thank you.

So now i f you have your Power Point avail abl e.

M5. VULIN. For those with a printed copy, we're
headed to page 6 of 11, the slide entitled "C ass |
Utilization in California."

BY MS. VULIN:
Q M. Schuel ke, could you pull that up for us,

TALTY COURT REPORTERS, INC. 5814
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pl ease.
A. | "' m doi ng that.
And then | al so thought nmaybe as a natter we

shoul d introduce the California pool report that |'m

tal ki ng about into the record. If -- or if not. But it's
t here.
Q | f you have checked it and that's where the source

of your testinony cane from we can cover that in your
exam
A. Good enough.
There's a picture on your screen of it. | didn't
make these nunbers up.
What | did here --
Q Ch, just one nonent.
A. Ch, no, it's not there. Anyways, this is the box
at the top of the California pool report.
Q Just one nonment, M. Schuelke. Let's give -- so
if we can go to the next slide. There we go.
So can you tell us what -- can you tell us about
what Class | utilizationis in California, at least in
July of 2023.

A Yeah. So if you | ook at the pool report, it would
have said 17% of the m |k pooled went to Class |, 6%
Class Il; 73, 111

Doi ng a rough estimation, which I'll get to |ater,

the m |k produced and sold in California probably was nore

| i ke the nunbers above, which was 10 in dass |, 3 in I,
44 in 111, and 42 in | V.
TALTY COURT REPORTERS, INC. 5815
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Q And how did you --

THE COURT: Now, for those of us who are | ooking
at this, we understood that. For sonmeone who is just
reading the transcript, you can't |eave out "C ass |,
10% " you have to say the whol e thing.

So go back through, if you woul d.

BY MS. VULIN:
Q Wiy don't we start at the top and you can read
fromthe top down of the data you have presented here.

A. My best guess of howmlk was really sold in

2023

California in the nonth of July 2023 was 10% went into the

Class | market: 2% went into the Cass Il market --

Q Sorry, | think you inverted those. Go back to --

A Oh, 3% went into the Cass Il market --

Q There you go.

A. -- 44% went into the Cass Il market; and 42%
went into the Cass |V nmarket.

Q And how did you estinate these nunbers?

A. | took the July pool report, and then |I plugged in

1.4 billion pounds of mlk into dass IV, which is an

appr oxi mat e val ue of what you would nornmally expect to see

there. And it also made the total at the bottomtie to

the USDA estimate of m |k production for the state.

Q Ckay. And how did you know that there were about

1.4 billion pounds of Cass |IV?

A Wien it is pooled, that's the kind of nunber you
see there.

Q Ckay. Thank you.

TALTY COURT REPORTERS, INC.
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Now, that was just the mlk wthin the order and
the utilization of that mlKk.

Now can you tell us for that sanme nonth, July
2023, what the California pool utilization was.

A Yes. So here what I'mgoing to walk through is, |
wanted to show the roomwhat is depooling. So here is
what got pooled in the order for that nonth: 17% of the
mlk was in Class |I; 6%was in Class Il; 73%was in
Cass IlIl; and 4% was in Class |V.

Q And given the anmount of utilization in Cass 1V,
what does that -- conpared to the anount in the total
order, what does that tell you about what the prices were
in July of 20237

A This tells you that the Cass |V price was above
t he bl end pri ce.

Q Thank you.

A Yep.

Q And so because the Cass IV price was above the
bl end price, what was Class IV doing with their mlk?

A They were not pooling it.

Q Thank you.

So let's go to the next slide, if we can, please.

A. Ckay. And on this slide, to walk it through --

Q And let's start just with the pounds and the
prices in green, please.

A. Yes. Do you want ne to say the pounds or --

THE COURT: You have to pretend |ike people can't

see this.

TALTY COURT REPORTERS, INC. 5817
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THE W TNESS: Gkay. So those sane percentages
that | tal ked about before, you will find these pounds --
t hese are the pounds that reported as pooled on the
California Statistical Uniform Report.

BY MS. VULIN:

Q And the green highlighted data, was this the
actual price of those classes for July of 2023?

A Yes. This is the price as taken fromthe top box
of the pool report. 1In the real world, we have | ocation
differentials and things, but let's keep it sinple and
only look at the top of the report for now. W can add
the other stuff later.

Q And | see at the bottom the weighted average,
that row has the total pounds and then a $15. 24.

Do you see that?

A Yes.

Q What is that nunber, the $15. 247

A. So what | did here was | did a sinple weighted
average of the pounds reported per class, and the price
reported per class fromthe top of the pool report. This
nunber here will vary slightly fromthe statistica
uniformprice in the city of L.A, as you would see at the
bottom of the report, but let's keep it sinple.

Q Ckay. And here, as you described earlier, because
the Class IV price was higher than the uniformprice, that
Class IV mlk was depool ed, or not pool ed that nonth,
correct?

A. You will actually see a | arge nunber of Class |V

TALTY COURT REPORTERS, INC. 5818
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pounds in there. And that would be that building wth the
red done you saw earlier in my presentation, that's ne
because | cannot depool .

So what happened here was | paid $18.26 into the
pool, but the dairy farmer who sold mlk to ne only got
$15. 24.

Q And that's for your Cass |V products?

A. For my Cass IV and ny Cass |l products.

Q Ckay. And this 19.42, $19.42 at the top, what
price is that?

A. Those would be the price roughly paid in for ny
Class | products.

Q And | understand, then, once we go to the right of
the green nunbers, you did an estimation of what different
Class | prices and the inpact they would have on pooling
deci si ons.

Can you wal k us through that?

A. Yes. So the main thing | want to point out here
is if you look at the difference between the blend price
and the class price, for instance, on the Cass |V vol une,
t hat means the difference between the blend and the
Class IV price is $3.02. So for every hundredwei ght of
mlk Cass IV paid in, they sustained that |oss,
essentially.

So if you |l ook at that nunber tinmes the vol une of
mlk I ran in ny pool plant for Cass IV and Cass ||
that's how much nore noney this nonth, you know -- this

isn't all mne, utilization, but a lot of it is -- that's

TALTY COURT REPORTERS, INC. 5819
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how much noney | paid into the pool, and the difference
woul d be how much less ny farnmers received.
So what | wanted to point out is, if you had mlk

to sell nme and you wanted a really good deal, you could

say, well, if it goes into ny plant, sone of it's going to
go into dass |, and I"'mgoing to pay 19.42; sone of it's
going to go into Cass Il and I"mgoing to pay 19.12; sone

of it is going to go into Cass IV, and |I'm going to pay
18. 26.
But if you want a really good deal on a spot | oad
of mlk, you know what you should do? Sell it to a
Class IV plant at Cass |V mnus 2, because if you sell
that load of mlk to me, I'"'mgoing to pay in all this
noney, but you are only going to get $15.24.
| f you depooled and sold it to a Class IV plant at
Class IV mnus 2, you would now get $18.26, or $16. 26.
That's a nuch better deal.
Q Ckay. Thank you.
And then | want to | ook at this experinent you ran
wth the Class | price.
So the exanple that you have given here shows that
t he actual nunbers incentivized dass |V to depool in July
of 2023, correct?
A Yes.
Q And | see at the top row you have raised the
Class | price by $5 intervals over tine.
And ny understanding is that you're trying to see,

as you raise the ass | price, how high nmust it be in
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order to incentivize Cass IVto stay in the pool; is that
right?

A Yes. That is correct.

Q So can you wal k us through how you raised the

Class | price and how high it had to be in order to inpact
(G ass |V pooling decisions?

A. Yes. And the other way of |ooking at it would be,
how high do | need to raise the Class | price in order to
pull mlk out of a Cass IV plant?

So in California, we have a very low C ass |
utilization. So if | raise the Cass | price by $5 to
$25, multiply it by those pounds, and spread the nobney
over the pool, | only raised the blend up to 16.20. [|I'm
still $2 below O ass |V.

THE COURT: And you have raised the blend from
what dol l ar anmount to what dollar anmount?

THE W TNESS: 15.24 to 16. 20.

THE COURT: So $15.24. And after you added about
$5 to what you were paying for the Class | mlk --

THE W TNESS:  Yes.

THE COURT: So describe it that way, if you wll.

THE WTNESS: Gkay. And then if we go up, SO now
let's say | were to increase the Class | price to $30,
does that raise the blend enough to attract m | k? The
answer is no.

Now, ny blend price --

M5. VULIN. |'msorry, go ahead.

THE WTNESS: M/ blend price only went up to
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17.07. In order to --

THE COURT: Wuld that be $17.07?

THE W TNESS: $17. 07.

THE COURT: Thanks.

THE WTNESS: |In order to raise the blend price up
to the Cass IV level, | would need to raise the C ass |
price to $37, and now | can pull mlk out of a Cass IV
pl ant .

BY MS. VULIN:

Q And what total amount would Class | collectively
have had to pay into the pool that nonth alone in order to
reach the $377?

A. On the volune of 349 mllion pounds and a price
di fference of $19.42 and $37, that's $61 million, or
roughly $1.57 per gallon of nmlk was the necessary price
increase to do that.

Q So in your opinion, is using the Cass | -- or
raising the Class | price alone an effective way to
address depooling in an order with California's
utilization?

A No. In orders with very high manufacturing
utilization, the Cass | price does not nove the bl end
very wel | .

Q Thank you.

And anyt hing el se you want to share with us from
t his exanpl e?

A | do. Another thing | would like to point out is,

in the way that pooling works, the difference between the
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Class IV price and the Class IlIl price in this nonth is
roughly $4.50 per hundredwei ght.

| would also highlight, this nonth of July, if you
| ook at spot nmarkets today, you're probably going to see
sonething a lot like this in October, so this is how we're
going to be marketing our mlk on Monday. The butter
mar ket is very high right now, and soneone is selling
cheese and the cheese market is lowering, so this wll
be -- this is typical of what you expect to see.

What | wanted to point out here is that the spread
between Class Il and Cass IV is $4.50 per hundredwei ght.
| don't want to bring up the Make Al |l owance di scussion
again, but let's pretend that the Cass Il Make Al |l owance
is $2, because | |ike round nunbers.

So the way this works for the Class IlIl processor,
they are able to run their plant on $2, and then provide
$13.77 to their dairy farner

Anot her way, though, would be what if they did
not hing? What if | just paid the Class Ill guy $2 for his
enpl oyees to not show up to work that day, or to go to
work and sit on their hands? Now, if | did that, | could
still pay ny Class IlIl farmers $13.77, and then | could
pay my Class Ill plant $2 to do nothing, that is only
$15.77. The Class IV price is $18.26. There's a spread
there. That neans there's a market.

If we could nove mlk fromCass Ill to Cass |V,
we coul d make noney. W could serve the market.

And that's what | did when I worked for a powder
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plant in the year 2000 when cheese was hi gh and powder was
low. | went to every cheese plant that | knew in the
state and | said, guess what? You are going to run full

this nonth. You know why? Because you're going to pul

mlk out of nmy plant and I'mgoing to sell it to you for
Cass |1l mnus.

So as nuch as | pick on depooling, | was a big
depooler. | nmoved mlk fromCass IV to Cass Il because

| made a | ot of noney doing it. And nost inportantly, |
serviced the market. The market said: | need cheese,
don't need powder. So | shut ny powder plant down, and |
sold the mlk to a cheese plant.

What | want to highlight fromthis exanple is,
because of pooling, the Cass IIl farnmer, the Cass Il
price was 13.77, but the blend price was 15.24. So now
the Class Il farmer only paid 13.77, but because of
pooling, they were able to pay their farmer 15.24. The
spread between the blend and Class IV is now nuch small er.
There is a nuch |l ower incentive for me to shut down t hat
cheese plant now and nove mlk to Class |IV.

And as we increase the Class | price, that market
signal to nove mlk fromcheese to powder becones even
nore and nore nuted.

Q In other words, as we try and incentivize nore
pool i ng when the market is not calling for it, it can
distort what the market is actually wanting to do in the
manuf act uri ng cl asses?

A Yes.
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Q Thank you.

| f you could go to the next slide, please.

A. And on this slide here, | just said -- | added
that 1.4 billion pounds of mlk to Cass IV, as we tal ked
about earlier, and said, okay, we went to $37, | pulled

the Class IV guys in, now !l got to get the Cass Il guys.
| want it all.

Now how nmuch did | need to raise the price? And
the real problemis here, in the |last exanple the C ass |
mar ket was 17% of the pool, now |I'monly 10% of the pool,
and it's really, really hard for ne to nove the blend. So
| had to get to $47 in order to incentivize Cass Il to
want to pool now.

Q Thank you.

A Yep.

Q And so what we saw is that the Class | price was
not -- not an effective nechanismto conpel either Il or
|V to both pool; if we expand that to all classes, it

becones even nore difficult?
A Yes.
Q And now if you could go to the next slide -- oh,
you beat ne there.
So can you tell ne, who are Crystal's suppliers?
THE COURT: For those who may not have what we're
| ooking at, we're now on page 9 of this exhibit, which
is -- I"msorry?
MS. VULIN  268.
THE COURT: Thanks. 268.
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BY M5, VULIN:

Q So who -- who are -- tell ne about Crystal's
suppl i ers agai n.

A. Crystal is -- we started as our own dairy farm
and then in the late '80s took on a nunber of direct

shippers. And nore recently as we have entered the

2023

Federal Order, we have added a very diversified network of

cooperatives and manufacturing plants to that, |ooking for

pool i ng access.

Q And you say here, "The higher-of offers no relief
to direct shippers.”

Can you explain to us why that is?

A. Yeah. So this is another hypothetical exanple.
Let's keep it sinple for now W're not going to talk
about advance and actual, all that. Let's pretend it's
all the sane for sinple nmath.

So what | have here is a typical cheese depool
nmont h, which we could call year 2020, and a powder depool
whi ch woul d be 2023, and an average. Let nme wal k you
t hrough what's going on here in ny sinple pool nodel.

So let's start with the cheese depool nonth under
the current fornmula. Let's say the Cass IIll price is
$20, and the Cass IV price is $15. This is in a 1.70
Class | zone, so nowthe Class | price is the average of
Class Ill and Cass IV, which is $17.50, plus $0.74, plus
$1.70 for ny location. That neans the Class | price this
month is $19. 94,

We know what's going to happen. The cheese pl ant
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Is going to depool. So what does that nean the bl end
price is? |If 90% of the people in the pool pay $15, and
10% of the people in the pool pay $19.94, the blend price
is going to be $15.49. And then as we go down to the
bottom the person who shipped to the cheese plant got
$20. The person who shipped to the powder plant got
$15.49. And the person who shipped to the fluid plant got
$15. 49.

On the next columm we tal k about the higher-of.
| f the higher-of were in place this nonth, the Cass |
price would have been $21.70. On those utilizations, that
increases ny blend price to $15.67, and the pay prices
transl ate down bel ow

Q And so the point here being, if you are a
cooperative, you may not have to pay this final announced
Class | price, correct?

A. Well, that, but mainly what | want to highlight
here is, when people talk about depooling, the cheese
peopl e got a good deal this nonth. The powder people, bad
deal. The fluid people, bad deal.

Now let's junp forward to year 2023, and powder is
the market to depool. Now, in this nonth, the powder
peopl e are getting a good deal. The cheese people and the
Class | people are not getting a good deal .

When you | ook at the | ong-term average, though,
the direct-ship farmer to a Class | plant -- and |I' m goi ng
to al so extend this to organic farns who primarily sel

high Class | utilizations -- they never win. They always
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get the | owest price.

Q And is that why MG put forth alternative
proposals like the assenbly credit?

A. Yes. That would be -- not for today, but when we
tal k about how can we innovate and do fun things, that's
what gets ne excited. That's how we can fix depooling
with the tools that we have avail able to us today.

Q And in your experience, is there enough mlk on
the market to neet fluid needs?

A | live in the Central Valley of California. From
Modesto to Tulare is the |argest and nost dense m | k shed
on the entire planet. There is plenty of mlk to go
around.

Q And so this exanple is not about generating enough
mlk to neet fluid need, it's about how you woul d want to
take better care of your direct shippers?

A. Yes. Wen you |l ook at the pay prices that | pay
into the pool, and the pay prices that ny farnmers are
getting paid versus what their neighbors are getting paid
shi ppi ng to manufacturing plants who can depool, | don't
think we're achi eving an equal outcone.

Q And do you think we need to adjust the base
Class | skimprice back to the higher-of in order to
ei ther address that outconme or ensure a sufficient supply
of fluid mlk?

A No. As | have highlighted in this exanple, the
i dea that, you know, we're going to fix this by raising

the price, and then giving 90% of the noney to the
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manuf acturing class, and 10% of the noney to the fluid
shi pper, is not going to fix the problem
Q Anything el se that you wanted to share? | think

we have one nore slide after that.

A. No, that would be it on these exanpl es.
Q Ckay. |Is -- and then just your sunmary?
A. Yeah. The summary is that in California, at

| east, and in these |arge manufacturing orders, the

Cass | market is just too small to carry the burden. |
can't subsidize every single truck of cheese going into a
cheese plant in California to the tune of $5 a
hundredweight. | just can't do it. There isn't enough
noney on the planet -- well, there is, but the U S
consuner doesn't want to pay it.

Moving to the higher-of is not going to fix the
problem It's just nore of the sane. W need to think
about the tools we have. |'malready paying a | ot of
nmoney into the pool. W just need no find a way to direct
that nore to the people who are supplying the fluid
plants. W don't need nore noney.

There's plenty of mlk out there, especially in

California. For ne, I'mjust tal king about the California
order. 1'mnot tal king about anywheres el se.
And, again, |I'mpaying a |ot of noney; ny farners

aren't seeing it. W need to think about the noney that
' m al ready paying and think about ways to give it to
t hose people nore, to get a nore equitabl e outcone.

M5. VULIN. Thank you, M. Schuel ke.
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THE W TNESS: Yep.
M5. VULIN:  Nothing further.
CROSS- EXAM NATI ON
BY DR BQZI C
Q Marin Bozic for Edge Dairy Farnmer Cooperative.
Good norni ng, Jacob.
A. Good nor ni ng.

Q So to summari ze your statenent about average- of

2023

versus higher-of, and the incentive it provides for noving

m | k between manufacturer cl asses.

Did | understand correctly that your exanple

denonstrates that average-of provides stronger incentives

to nmove mlk froma |lower price nmanufacturing class to the

hi gher price manufacturing class?

A Only in that exanple. In other markets it could

be opposite because the average-of could pay nore. You

know, in a -- the average-of is a -- we're tal king about a

t wo- year average. So depending on -- as National MIKk

brought up, when we first introduced this, it kind of paid

alittle better, you know, so | don't want to wite a

bl anket statenment. But | would say in these markets where

things swng wldly, and we do need to nove mlk fromlll

tolV, or IVto lll, the average-of would help the

facilitate that a little better.

Q Wuldn't it be the case that average-of would tend

to be higher than higher-of when there's little need to
nmove m | k between manufacturing cl asses?
A Yes.
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Q So then it would nost likely actually be the case

t hat average-of hel ps nove the m |k between manufacturing

cl asses?
A. Yes. As a one or the other, it's a better tool
for that.
Q And so -- so the part that I'mstill struggling to

understand, is that true only in the fixed $0.74 world, or
does that remain true once we introduce revenue
neutralizing ups and downs in the adjuster?

A. You have introduced a | ot of noving pieces. But
| -- in general, if we're tal king about a market where the
spread is $5 between the class prices, any sort of
| ong-term average is going to be a little better to help
facilitate nove.

Q So -- and this is really not a prefabricated
"gotcha" question. [|I'mtrying to understand, you know,
going through this with you.

So if to the extent that |arge spreads tend to be
short-lived and that we have a two-year | ookback, perhaps
even gently noving the adjuster up and down woul d not
substantially reduce the ability of average-of to nove
m | k between manufacturing classes as needed?

A Yes.

Q Just thinking on the fly.

A Okay. Yeah.

Q Yeah. But, no, this was a novel argunent. Really
appreciate you bringing it up.

A. Ckay.
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DR BQZI C. Thank you very nuch.
CROSS- EXAM NATI ON
BY MR M LTNER:

Q Every tinme Dr. Bozic gets up here | have to nove
the mc.

Good norning, M. Schuel ke.

A. Good nor ni ng.

Q My name is Ryan MIltner. | represent Select MIKk
Producers.

| believe you answered a question from M. Vulin,
and you indicated that your custoners have not approached
you about hedgi ng, at |east your Class | custoners.

Did | understand that correctly?

A. That's kind of a blanket statenent. | guess |
woul d say our custoners have been trained to live with the
systemthat we are in today.

Q So have any Cass | custonmers asked you to help
hedge their mlk costs?

A No. But | also don't think the school districts
and people who would really benefit fromit necessarily
know it's available to them The education has not taken
pl ace.

Q Have you approached those custoners about the
possibility of hedging their m|lk?

A No, but I would like to. | -- 1 think it's a

val ue- added service that we need to offer. \When you | ook

at -- it's been brought up that the markets -- you know,
the conventional mlk on a -- the conventional pricing
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system has got a 40-year history of negative sales grow h,
and when we | ook at the organic and the Fairlife and these

ot her products that are nore stably priced, they have

positive sales growh. | think there's sonething there.

Q Do you currently serve school -- school accounts?

A Yes.

Q Are those bid out conpetitively?

A Yes.

Q How many conpetitors do you have?

A Oh, two to three in nost districts.

Q Are those contracts for a set price for the entire
year ?

A. No, they are not. And when we have to raise
prices, we get pushback about how that's not in the
budget .

Q Do your conpetitors offer a fixed price on their
mlk for the school year?

A. No, they do not.

Q Bei ng on a school board in Chio, I'lIl say that's
not ny experience personally, but California is different.

So we have been operating under this -- this new
nmover for four-plus years, but nobody's approached you
about it, correct?

A. | wouldn't say that.

Q Ckay. So they have approached you about it?

A. MIdly. And | would say nost of those people have
gone to other processors, nmainly the ESL, and gotten that

pricing fornmul a.

TALTY COURT REPORTERS, INC. 5833
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 28, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

Q And you are tal king about a fixed price, right?

A Yes.

Q Ckay. Ckay. Thank you

A. And, again, | would guess | would just -- you
know, fromny experience building this with dairy farners,

building it wth the manufacturers, it takes tine.

Q | s depooling of mlk a problemfor Crystal
Creanery?
A. | highlighted that | pay a | ot of nobney into the

pool, and I'mnot able to pay that noney to ny farners.
If I could depool ny Class Il and IV plants and pay that
nmoney to ny farnmers, | think they would get a nore
equi t abl e out cone.

Q Do you depool your Class Il and IV plants?

A No, | do not.

Q Do you not have the ability to do that?

A It's one site. | can't cut it in half.

Q You said "plants,” as if it was plural, but it's

one plant, correct?

A Yes.

Q Ckay. So would Crystal Creanery like to not see
any depool i ng?

A. No. | don't |like what's going on right now with
butter at an all-tinme high. | don't want people to go
into the grocery store on Thanksgi ving and see butter at
$7 a pound, and see a pint of heavy cream at $5 because we
couldn't nove mlk fromCass IlIl to Cass IV, and we nade

a bunch of barrels because the pool subsidized it.
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Q Explain that a little nore, please. Wy would
t hat occur?
A. I f we can go back to ny slide where | tal k about
the July California pool.
Q | think there were three of those. Wich one were
you tal king about: 6, 7, or 8?
A. It would be page 7.
Q Thank you
A So in this nonth, and in the nonth of October, the
mar ket is screamng for butter, it is not asking for
cheese. | believe yesterday on the Exchange, cheese was
sold, and the market went down. Butter went to an
all-time high. | don't think that's an efficient thing to
be doing with our mlk. | think we should shut down
cheese plants and nove that mlk into powder plants.
And this tinme of year, especially in California,
t hose powder plants are only running at 70 to
80% capacity. W need to nove mlk into them That's
what the market wants, that's what the consuner wants,
that's what's going to nmake val ue for the dairynen.
Q So because the market -- the prices for cheese and
butter are market-set prices, correct?
A Uh- huh.
THE COURT: That was a "yes"?
THE WTNESS: Yes, |'msorry.
BY MR M LTNER
Q And you believe right now that mlk cannot nove to

butter powder plants efficiently; is that your testinony?
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A. Because of the blend price, cheese plants are

getting a subsidy that hinders it. | still think there's

a slope there for it to be done, but |I believe that if we

could find a -- if pooling didn't exist, the slope between

11 and IV would be greater, and it woul d happen on a

hi gher level. And long-term | want people to put whipped

creamon their punpkin pie. | don't want themto say,
jeez, that's pricey, I'll go wthout.

Q How woul d el i m nati ng depooling change the
Class Ill and IV prices to change the sl ope between those
prices?

A. What do you nean elim nating depooling?

Q | think what -- | guess |'m having trouble

tracki ng your answer --

A Ckay.
Q -- and it's probably ne.
You said that you wanted to increase the sl ope
between -- was it between Il and |V?
A Yes.

Q Ckay. And | think you said that you tied that to

the ability or inability of plants to depool, correct?

A No.
Q No.
A. So | can't depool, and | also make fluid mlKk.

| took noney on the fluid mlk side from consuners.
could have -- if this didn't exist, and we didn't have

Class | pricing in the state of California, | would be

able to procure mlk for rmuch less than the Class | price

TALTY COURT REPORTERS, INC.
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on average every nonth, | would be able to pay ny dairy
farmers a higher price for that mlk, and when | sold ny
fluid products in the stores, they would be at a | ower

price and nore stable.

Q So what you really want is no m ni mum pricing for
Class | ?
A. Wll, | didn't -- I"msaying, in California, it's

not necessary would be ny point there. But that's not
what we're tal king about. W don't live in that world.

W live in a world where the governnent has given
us the power of the police state to levy a tax on the
consuner and then take that noney. As an industry, |
m ght not think that's necessary in California, but I
respect it.

And if we're going to have that authority, | would
ask three things: One would be that we are gracious and
hunbl e to the consunmer who is paying for it; two, | would
ask that we levy that tax in a way that is appropriate and
mar kets are m | ked the best way; and three, | would ask
once we have that noney, we spend it w sely.

Q Do you pay a m ni mum wage to your enployees?
A We pay well| above that.
Q Ckay. Do you view the mni numwage as a tax

i nposed by gover nnent ?

A It's a mninmumprice.

Q s that a tax inposed by governnent?

A. It's not necessarily a tax, but it's a regul ation.
Q So turning to your analysis on your slides.
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How di d you determne the 1.4 billion pounds of
mlk to shove into Cass IV when you adjusted the
anal ysi s?

A | |1 ooked at previous nonths and pulled the nunber
out of the air, and then | tried to tie the total to what
the USDA said m |k production was for the state that
nont h.

Q So when you -- when you added that 1.4 billion
pounds, you end up with a pooled m |k vol une of
3.3 billion pounds for July?

A. And that would be a nunber very close to what the
USDA said was produced in California that nonth.

Q Produced in California by all farns, pooled or
not; is that correct?

A Yes.

Q So I'm | ooking at the pool reports.

Did you |l ook at all the pool reports, or a nunber
of pool reports, to cone up with that 1.4 billion pounds
and determ ne whether it's pooled or not?

A | didn't put a lot of thought into it, to be
honest. But we can plug it any nunber you want. | don't

think you are going to get a different result.

Q Well, | think we ought to plug in nunbers that are
sonewhat, you know, in line with what's actually happeni ng
in California. And when | |ooked at the pool reports, |
didn't look at themall, mnd you, but | | ooked at
several, and | really didn't see mlk pooled in that -- in

a volune |like that.
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Did you find, in the pool reports, a nonth where
3.3 billion pounds of ml|k was pool ed?

A. No. Again, | was -- we were doi ng exanpl es but --
| don't know where you are going.
Q Ckay. We'll get there.

The nonth you sel ected, you noted that there is a
$4.50 gap between IV and Il1. Those prices are inverted
to the tune of over $4, correct?

A Yes.
Q Did you | ook at what the utilization in the
California order is in a nonth where prices are nore

rationally aligned?

A. We could ook at the first few nonths of the year.
Q Did you | ook at those in preparing your analysis?
A | pool mlIk in California regularly. | lived it.
Q So | think that's a no; is that right?

THE COURT: That sounded to ne like a yes. o
ahead and ask hi m anot her question to clarify.
MR. MLTNER  Thank you.
BY MR M LTNER
Q Did you | ook at the January pool reports when you

prepared the analysis on slides 7 and 8?

A. | don't believe | opened it up when | was pluggi ng
1.4 perfectly into that cell, no.

Q So if that January pool report shows that there
was 2-point -- alittle less than 2.4 billion pounds of

m | k pool ed, would that sound right to you?

A. | don't have the pool report in front of ne.
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Q

to you?
A

17% so
Q

pounds

G ass |
A

Q
of mlk
A
Q
vol une
pl ant s?
A
| guess
Q
correct
A.
Q
f or mer
A.
Q
A.
t he Cal

goi ng,

| f that pool report said that the C ass |

utilization was not 10% but 18% would that sound correct

The Cass | utilization in the exanple |I used is

"1l take your word for it.

Am | correct that when you added 1.4 billion
to the pool, you said -- or that determ ned a
utilization for the state of 10%

Yes. | believe | stated that was nmy esti mate of

where all the mlk was sold, not pool ed.

Ckay. And when you added that 1.4 billion pounds
, you added it all to Cass IV, correct?

Yes.

Do you believe that 42% or thereabout, is the

of California mlk that is processed at Cass |V

It's -- you know, it's very seasonal. But, yeah,

| put the nunber in the cell.

Now, you worked with Gallo Cheese for a tine,
?

Yes.

Were you famliar with their participation in the
Cal i fornia pool ?

Yes.

Was that plant pooled under the California systenf
The plant -- there were several non-pool plants in
Ifornia system And | don't know where you are

but | used to depool Grade A mlk in California.

A
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And no one said you could do it, but you could. But |
have no idea why that is relevant to today.

Q Ckay. Did the Gallo plant depool its mlk?

A. Not necessarily. The plant -- if we want to open
up a history book, there were other people in the state
who t hought you could only depool if you went G ade B.
There was a little thing on the 800 report, and what you
could do is you could opt out and still remain Gade A
And the rules of that were once you opted out you had to
stay out for 12 nonths, and then you could get back in
again. \Wy?

Q |"'mvery famliar with the ability to depool for a
year in California under the old system but thank you for
putting that in the record.

Do you know if the Gallo Cheese plant today is a
pool plant or not?

A | do not.

Q Do you know if the Hilmar plant in California is a
pool plant or not?

A | do not.

Q So if there's 1.4 billion pounds of m |k produced
in California that you think is all in Cass IV, and there
are cheese plants that are not depool ed, would your
analysis be a little off?

A. | -- can you state that again?

Q Sur e.

You assune that the 1.4 billion pounds of mlk

produced in California and not pooled in July was all

TALTY COURT REPORTERS, INC. 5841
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Class |V, correct?
A. | roughly plugged a nunber in there.
THE COURT: That's not responsive to his question.
Ask it again, please.
BY MR M LTNER

Q In your analysis, did you assune that the
1.4 billion pounds not pooled was all Class IV mlKk?
A. Yes. It was a play exanple to illustrate a point.
| f you would like, I would give you the Excel file
and you can plug any nunber in that cell you want. |It's

not going to materially change the answer.

Q | don't want your Excel file.
| f you plugged -- if you put that mlk in
Cass Ill, would it change your analysis, sir?
A If | put --
Q Any portion of that 1.4 billion pounds into
Class Ill instead of Class IV, would it change your
anal ysi s?
A. If we put nore mlk into Class Ill, now the blend

price is going to be | ower because | have even nore mlk
payi ng at the | owest price.

MR MLTNER | don't have any other questions.
Thank you.

THE COURT: Let nme have you | ook at page 6.

THE W TNESS:  Yes.

THE COURT: So the bottom part of that indicates
percentages of mlk by class in the California pool ed

utilization.
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THE W TNESS: Yes.

THE COURT: That is not a play nunber, those are
actually --

THE WTNESS: Those are real, and those -- that's
when | said, maybe we can enter the July California pool
report into the record.

THE COURT: And the reason that is relevant, is
t hat when you | ook at the next page, page 7, using those
pool statistics which are real, you illustrate your point?

THE WTNESS: Yeah. On page 7 |'musing real
nunbers in the pool fromthe very top of the pool report.

THE COURT: Understood. Thank you.

Who' s next ?

CROSS- EXAM NATI ON
BY M5. HANCOCK:
Q Good norning, M. Schuel ke.
A. Good nor ni ng.
Q | just want to --
THE COURT: Ms. Hancock?
M5. HANCOCK: This is N cole Hancock with Nati onal

M I k.
BY MS. HANCOCK:

Q If we can turn to page 2 of Exhibit 267, that is
your testinony?

A Uh- huh.

Q Yeah?

A Yep.

Q Ckay. Under Section B, on the Conpany Background,

TALTY COURT REPORTERS, INC. 5843
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you have a statenent there that says, "W supply our
pl ants through a diversified network of direct-ship
dairies, Cass IIl, IV manufacturers, supplying mlk for

pool i ng access.

2023

|"mjust wondering if you could help ne understand

what that neans. Wat's the pooling access that you
supply your custoners?

A. So | run a cheese or a powder plant, and | want

pool revenue. So in order to do that, you mght say | run

ten trucks a day of mlk into ny plant, but I want to

pool. So instead of doing that, |I'mgoing to supply nine

trucks to ny plant and one truck to a fluid plant.

Q Ckay. And so you are -- you are allow ng
addi ti onal access into your pool in order to take
advant age of those market conditions?

A. I"'mfilling ny plant up wwth mlk, and they're
getting a ticket to the pool.

Q When you say, "They are getting a ticket to the

pool ," who are you referring to?
A. The manufacturer. |If they don't supply a Cass |

pl ant, they can't play.

Q Ckay. So you're allow ng another manufacturer to

have access to your pool, which then allows themto
participate in the total pool price?

A. Yes. You have got a 10% delivery requirenment on
the pool in California.

Q Ckay. And then the mlk that they pay into the

pool is at that -- is at their Class | price?

TALTY COURT REPORTERS, INC.
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A. No. They -- all mlk sold to ne, regardless if
you are a direct-ship farner, a co-op, whatever, you get
t he bl end pri ce.

Q Ckay. So even -- even though they woul d ot herw se
be supplying to Cass I, they would get the blend price in
that situation, but it would allow themto participate in
t he pool .

A. Yes. So in the exanple on the other page, they
woul d get -- let's not go there. Yes.

Q Ckay. Are you referring to your Power Point?

A. Yeah. It's just, the load of mlk that they sold
nme, they get the blend on. Regardless of what | did with
it, they get the blend on that |oad of m K.

Q And then do you charge thema fee for that service
of allow ng them access to the pool ?

A. Over-order prem uns.

Q Ckay. And can you give ne a range about what the
percentage is that you charge on those over-order prem uns
to grant themthat access?

A. Absolutely not. Never. That is proprietary
i nformati on.

Q Ckay. | didn't know if there's just a -- a common
price point that people can pay for access to the pool.

A. | am not going to disclose that.

Q Ckay. That woul d be sonething that you negotiate
wi th that manufacturer --

A Yes. And very privately.

Q Ckay. And do you -- is that under an annua
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contract or is it just on a per-load basis?

A Most contracts are annual .

Q Ckay. So this is sonething that you have built in
to your business practice to do on an annual basis?

A Yes.

Q Ckay. How many manufacturing plants do you
provi de that kind of pool access to?

A. | don't think that's sonething | want to say
either, but | do.

Q Ckay. Miltiple, though

A. Yeah. | don't think nmy custoners or suppliers of
m | k necessarily want to be naned here, or should be naned
her e.

Q And | don't want any nanes. | was just trying to
get a sense of how prevalent this is.

A It -- yeah. |t happens.

Q Ckay. Sonet hing that you have done consistently
over the years since you have been at Crystal?

A. At Crystal, under the California order things were
alittle different. So as we transitioned to the
California order, a lot of these relationships have really
been established over the | ast few years.

Q Ckay. And does the net -- excuse ne -- does the
net effect of allow ng that access tend to have a diluting

effect on the total anpunt of the blend price in the pool?

A When they are pooling mlk at the | owest class,
yes. Well, the mlk that they sold ne doesn't necessarily
do that. It's -- they sold nme one | oad, and now t hey can
TALTY COURT REPORTERS, INC. 5846
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pool nine |oads of the |owest class mlk onto the pool.
That's what really pulls the noney out.

Q And then because those other nine |oads at the
| oner class are brought into the pool, that's what has the
net effect of pooling the blend price of the pool down?

A Yes.

Q And t hat does not have any benefit to you in order
for you to get any mlk, because |I think as you descri bed
earlier, you already can get all the mlk that you need;
is that right?

A. Can you restate that?

Q Yeah. You don't enter into these agreenents
because it's what allows you to get the mlk you need,
because you can otherwi se get it anytinme you want; is that
right?

A That's how | get ny mlKk.

Q But if you didn't enter into those pool access
agreenents with those other manufacturers, you woul dn't
have a problemgetting your mlk otherw se, would you?

A. As | nentioned before, the pool price isn't
necessarily an attractive price, but there's plenty of
farms around. So if | can't attract mlk to nmy plant
because all the noney is going to manufacturers and
depooling, I'mgoing to have to pay a |lot of noney in
over-order premuns in order to fill ny plant up. But the
dairies are there.

Q Ckay. Have you ever had any trouble getting mlk

to your plants when you need it?
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A. In California? No. I'ma-- | have a very -- |
lock my m Ik supply up on contracts all year round. |
don't need mlk, and that's why | have ny powder plant as
a balancer. If | didn't -- if it's the summer and it's
hot and the cows don't want to make m |k that day, | just
don't nmake as nuch powder.

Q Ckay. And you use that to balance your mlk

suppl y?
A Yes.
Q Let's turn to page 3 of your testinony. 1In the

par agr aph ri ght above the $1.70 differential exanple

there --
A Uh- huh.
Q -- you have -- I'min the third sentence in that

paragraph, and it says, "As an exanple, increasing the
Class | price by an average-of $1.76 a hundredwei ght to
t he higher-of only results in $1.76 hundredwei ght higher
pay price to the Cass | shipper, but $1.584 hundredwei ght
to the pool for the manufacturing shippers.”

| "' mwondering if you could help ne understand how
you got to those nunbers.

A They are below. So what we are | ooking at here is
we have got an anplified exanple of a pool, and the only
two participants in it -- pick your class -- is one
partici pant paying in at $15 who is 90% of the pool, and
the other participant paying into the pool at either 19.94
or 21.70, and they are 10% of the pool. W all get paid

t he uni form bl end.
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Q Ckay. So you -- you are just saying that even
t hough the hi gher-of would create a higher Cass | price,
by the time the farners paid out of the pool, they are
going to get the amount that's diluted by the other
cl assed that have paid into the pool ?

A Yes.

Q Ckay. And that's magnified by things |like selling
pool access; is that right?

A. | -- | don't know what you nean by pool access or
magni fied by selling. This is a very sinple exanple.

Just trying to show the roomwhat we tal k about with
pool i ng and depooling and who gets paid what.

| f you want to tal k about real world stuff, we can
do that as well. But | don't think -- well, this m ght
get us there. It mght be a good starting place but...

Q Ckay. And when you are -- just so the record is
clear, you are referencing the chart here in this exanple
as being the one that's not the real world exanple?

A. It is an imensely sinplified exanple that | hope
hel ps the room show what's going on. They al ways | augh
and say, you know, put ten dairy econom sts in a room ask
t hem how m | k pooling works, and you will get ten
different answers. It's true. So I'mtrying to keep it
si npl e here.

Q Ckay. And it's true also that when you do add in
real world exanples, |ike seasonal supplies and denmand,
weat her events, school going into session, whatever else

t hat happens in the real world, pandenics, wars, things
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i ke that, all of that has a |ot of effect on what this
exanple would be in real life?

A Yes.

Q Ckay. If we turn to the |ast page of your
testinmony. You have a statenent up here that says, "So if
USDA were to raise the base Cass | skimprice, USDA would
make it harder to attract mlk for fluid use.”

And are you basing that on what we just | ooked at
in that exanple on the prior page?

A. Let's see where -- where is the sentence you are
goi ng for here?

Q Ch, I'mat the top of page 4, the very top
sent ence.

A. Yeah. Adding nore mlk to the pool or the concept
of, let me help you out, let's raise the price a dollar,
"1l keep $0.90, give you $0.10, it doesn't help ne.

Q So adding nore mlk to the pool doesn't help it;
is that what you are saying?

A. No, | said adding a dollar to the pool and then
payi ng $0.90 of it to sonebody el se doesn't help the
di rect shipper so much.

Q Ckay. Can you tell nme how M G s proposal woul d

make it easier to attract that mlk, that mlk for fluid

use?
A. How woul d it nmake it easier?
Q Yeah.
A. | don't necessarily -- well, | nean you are goi ng

to pay lower into the pool, so |I'mgoing to have |ess
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peopl e, | ess noney incentivizing the manufacturing
depool i ng.

| f we could get noney directed to ny farmers, you
m ght end up in a world where, you know, those C ass |
guys, they can't depool. But you know what? The pool
pays thema $0.60 credit directly every nonth, and that's
their little consolation prize, and that's why they want
to stay in the pool.

| f the pool generates mllions of dollars every
nont h because we raise the Cass | price to $40, and then
we paid it out to all these other people, it doesn't help
my direct shippers.

Q Isn't that what the pool is designed to do, to

equal i ze the paynents to all the producers?

A Yes.
M5. HANCOCK: That's all | have. Thank you --
THE WTNESS: Thank you
M5. HANCOCK: -- for your tine.

CROSS- EXAM NATI ON
BY MR LAMERS:
Q Good norning, M. Schuel ke. Mrk Lamers, Laners
Dai ry.
Are you famliar with the Agricultural Marketing
Agreenent Act of 1937? Are you famliar with the | anguage

wi thin that?

A. | am sure not as well as you are.
Q |'"'ma dairyman just |ike you, so --
A. Ckay.
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Q -- bear wwth ne if | stunble a little bit here.

| f the Agricultural Marketing Agreenent Act of

1937, the purpose of the order was to nake sure that al
farmers receive a mninmumblend price and a fair -- based

on the use of the mlk in the market; is that correct?

A | really --
Q Ckay. Let's --
A "1l take your word for it. | really -- no.

don't read that for fun.

Q The markets back in 1937, when the Act was
originated, is it fair to say that the magjority of the
m |l k produced at that tinme went into fluid use?

A Yes.

Q Okay. And over tinme, those conditions have
greatly changed, so nowit's no longer -- in sone parts of
the country, is not the sanme; is that correct?

A. Class | consunption is down, and dairy production
is up. So there -- Cass | is both dowmn and it's smaller
as a percentage of the mlk that's being produced.

Q Ckay. And in the Act it specifically states that
mlk be priced at its highest use. Not val ue, highest
use.

So under that scenario, would it not be
appropriate, or should there be regulations, that all mlk
shoul d be pool ed on the order based on these | anguage of
the Act, to the highest use?

A | -- that's -- | can't comment on that.
don't -- that's -- that's a |lawer/judge thing. | just --
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| just buy and sell mlk.

Q Right. So if we are here today trying to fix the
system you m ght want to say, and you want to make sure
that all producers are receiving a fair and accurate price
for their mlk that they produce, should it not be taken
into consideration that when Class |1l and IV prices
exceed the Class | price, that those producers should

share in that val ue?

A. | -- again -- 1 -- 1 can't --
Q Ckay. Let ne nove on
The other part -- language in there is that, any

changes nade to the order has to be in the best interest
of the consuner?

A Yes. | agree with you there.

Q Ckay. So | think you're illustration on page 7 of
your exhibit where you | ook out to what the Cass | price
woul d have to be in order to get at nore equalized
value -- and | know we haven't gotten to this subject yet.
| know National M Ik has proposals also to increase that
Class | differential.

Basically you are illustrating what that woul d
really l ook Iike before we even get there?

A Yes. And in an order like California, it's a tall
order to ask 10% of the mlk to carry the | ower
manuf acturi ng cl ass every nonth.

Q Ckay. So by artificially raising that d ass
price, is that in the best interest of the consuner?

A. No. | believe that's a |lot of nobney to pay out.
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You know, that's, again, a |awer/judge/politician
judgnent. But | think raising the Class | price by $1.50
a hundredweight is a little much.

Q Ckay. And just one nore question, and |I'm sure
know what your answer is going to be.

A Ckay.

Q Under terns common to all orders within the Act,
one of the first things that's listed there is the
prohi bition of unfair trade practices. Ckay?

Allowing mlk to be depooled when it's carrying a

hi gher value than the Cass | nmarket, couldn't that be

consi dered an unfair trade practice?

A. |"mnot a | awer, yeah. | -- | don't go there.
Q Thank you. | knew that woul d be your answer.
A. Al right. [I'msorry.

Q Thank you.

MR. LAMERS: No further questions.

THE COURT: There are a lot of lawers in this
roomthat don't know answer to that one.

Al right. | think we need a ten-m nute break.
You are still on the stand.

THE WTNESS: Al right.

THE COURT: Let's be back ready to go at 9:28. W
go off record at 9:18.

(Wher eupon, a break was taken.)
THE COURT: Let's go back on record.
W are back on record at 9:29.

Who woul d next like to ask this w tness questions?
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THE WTNESS: Al right.
MR, SLEPER. Good norning, Judge. M nanme is Jim
Sleper, SL-E-P-EER  Jim J-1-M Sleper Consulting.
CROSS- EXAM NATI ON
BY MR SLEPER:

Q Good norni ng, Jacob

A. Good nor ni ng.

Q Appreci ate your concern to ensure dairy farners
who service the Class | market get those particul ar nonies
and so forth.

At the end of the day, aren't you really
advocating for individual handl er pooling?

A. | have said, you know, in this process, | feel
there's any nunber of ways we could address this concern.
Everyone tal ks about depooling. You know, | haven't even
said it's necessarily a bad thing. There's any nunber of
tools we could use to solve that problem

Q Are you aware of any Federal Order that currently
has i ndi vi dual handl er pooling provisions?

A No.

Q Do you know the reasons why there aren't any
i ndi vi dual handl er pool s today?

A No.

Q Do you understand sone of the -- or could you
provide ne sone of the benefits, sone of the disadvantages
of individual handl er pools?

A In all honesty, | don't know what you are talking

about .
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Q Ckay. Well, | assuned your earlier response you
knew what | was tal ki ng about.

| ndi vi dual handl er pool is basically where dairy
farmers receive the actual utilization of an individua
plant. So if | was shipping to Crystal Farns --

A Ckay.

Q -- and if you are 80% C ass | and 20% ot her, |
woul d get 80% of the Class | price, and the rest would
be -- so I'd get a nuch higher blend price than if it was
mar ket - w de pool, where Federal Order 51 is market-w de
pooling where all of the pounds are included, and so |
only get a share of, | think your statistics show 10% or
17% of the Class | market.

Sol -- 1 know |I'mlecturing here, and I
apol ogi ze, but basically | get your individual handler
Cass | wutilization.

A. | get the concept. | guess it hasn't really been
brought forward by USDA, and didn't think it was on the
list of things to talk about.

Q Ckay. You're correct. I'mjust sinply stating
the fact that it appears, when | read your testinony, |
hear your cross-exam nation, you're really advocating for
i ndi vi dual handl er pooling, but I'lIl nove on. Ckay.

One last one. Crystal Farnms, | kind of view as a
canpus in ternms of your processing. You have |ots of
Class |I. You have got Class IV with your dryer, etcetera,
et cetera.

Hypothetically, if a plant such as that woul d have
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an individual receiving bay, say, for their dryer, would
that be -- that mlk be priced differently and woul d you
be able to have the ability to depool then?

A. You don't know, Don is over there, he's really

mean. He audits ne bad. Like, bad, bad. | can only

2023

i magi ne the day when | send a load of Cass IVmlk to the

Class | side, and, you know, the nmess it woul d be.

| understand the concept, but | don't -- | don't

want the liability of, you did sonething to the pool, now

you owe everyone in the state of California because the
mlk receiver did sonething weird.

| understand the concept, and | have kind of
| ooked at it, but | don't want the liability. | got --
pay mllions of dollars into the pool every nonth just
because | want to be on the up and up.

Q Ckay.
MR. SLEPER. Thank you, Jacob.
THE COURT: Before | ask Agricultural Marketing

Service what questions they have, is there anyone el se who

has questions for this wtness?
| now ask Agricultural Marketing Service to ask
any questions they have of this wtness.
CROSS- EXAM NATI ON
BY MS. TAYLOR
Q Good norni ng.

A Good nor ni ng.
Q | do try to make this pretty painless --
A Ckay.
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Q -- if you didn't want ne to ask you questi ons.
Thank you for comng to testify yesterday and staying over
for today.

| did have a question on your just nmakeup of
Crystal Creanery.

You have direct shippers and co-op supplied mlKk,

correct?
A. And al so i ndependent manufacturers.
Q Ckay. So can you give us a rough breakdown of,

per cent age-w se, how nuch m |k conmes fromthose three
cat egori es?
A. |'d say a third-ish maybe is direct ship. And
t hen how you want to do the rest, is it really an
i ndependent, through a paper co-op, whatever, it's --
Q But you payroll for a third of your mlKk
basi cal | y?
A. Yeah. Yeah. | don't have the pool report in
front of me, but we could bring it up.
Q Yeah. Roughly.

So how many direct shippers do you have, if | may

ask?

A. | don't -- no, | don't know that nunber off the
top of ny head. | would say it wong. But it's -- in
California, it -- it mght be 20 trucks a day, but it's

probably a nunber of 10 or sonething like that. And then
| have a nunber of organics and things that are nuch
smal | er farns.

Q So your direct ships are both conventional and
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2023

organi c?
A Uh- huh.
THE COURT: That was a "yes"?
THE W TNESS:  Yes.
M5. TAYLOR:  Thank you, Judge difton.
BY M5, TAYLOR
Q So | wanted to turn to your statenent, page 3.
That's Exhibit 267. And in the bottom of your first
paragraph -- I'Il read the sentence because | want to
ask -- need to expand on it a little bit.
"Qther adjusters that nmaintain higher-of are

si nply unhedgeable with existing tools avail abl e and

are convenient to talk about in a hearing setting but

orders six nonths out."
| just would like you to expand on that.

A. | would first like to say, so what |I'mtalking
about is the higher-of, and we tal ked about risk
managenent and how I'd love to -- USDA has a bid for a
food program give thema delivered price for, you know,
Cctober 1 to Septenber 30, don't worry about it. | feel

t hat hel ps nme there.

t he governnent says |I'mgoing to fund the governnent

want to buy mlk on a fixed price contract because we

forrmul as that update the fixed adjuster on an annual date

needl essly cunbersone when trying to actually place hedge

The other ones, the MG group cane to -- it gets

kind of clunky. So now let's say, it's a wonderful world,

tonorrow, and the WC programgot all this noney, and we
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don't like the volatility.

When | do ny hedge, |I'mgoing to have -- dependi ng

on when | start it and when it sets and the information
avail able at the tinme -- it -- it gets a little clunky.

When t hat Decenber reset happens, if | try to enter

hedge in April or sonething, | don't have all the

i nformation so now | have got to do sone things.

That said, that's not a hill to die on. | f

we want to go with the | DFA proposal, that's wonderful,

too. Just if | had to pick one, that's it.

But if IDFA, |'mhappy with that as well.

Q You just find the base part, so either the --

form of the average-of is nore hedgeable, in your opinion,

t han the higher-of?
A Yes.

Q And whether it's a fixed adjuster updated at sone

sone

interval or a rolling one as proposed by MG that's not a

make or break it for you?
A No. No, not at all.

Q And you are talking -- when you are tal king your

hedges, it seens to be particularly focused on governnent

contracts or school |unches --

A. Those are the custoners who conpl ain t he nost

because they can't pass the price on. They have a budget.

You know, they -- they can't do it.

Q Ckay. So | just want to make sure we're clear

That's -- that's -- so that is nore on that side, |ess on

the retail consuner, retail custoner side.
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A. Absolutely. Yeah. W -- we have trained our --
our grocery stores well. Wether or not it's the best way
to sell the mlk is a side topic, but they -- it's -- yes.

Q Ckay. And then | -- I'mnot sure if | caught the

answer to the question then.

Do you currently hedge your -- any for your -- |et
nme say a sentence.

Do you currently hedge at all, provide that
service for any of your custoners?

A. W do a lot of fixed price ice creamcontracts, so
we can | evel set your ice creamcontract. And, again,
that's sonething we have grown over tine. W're very
confortable. W do a lot. W don't do anything in the
Class | space today, but 1'd |ike to do nore.

Q Ckay. And | think | heard you say you were able
to do ice cream because you used, |ike, butter futures?

A Yes.

Q Ckay. I n your exanple you provided, you have --

this is at the bottomof 3 and then sone of that's on your

slide deck as well. |I'mjust curious why you didn't
include Class Il. | just want to nmake it clear --

A Just --

Q -- for the record why it's not in there.

A. -- keeping it sinple. This is -- you know, when
we -- we introduce Class Il, and then all of a sudden I
i ntroduce -- you know, Class | really isn't priced on III

IV, it's priced on the advanced nover. And now we start

i ntroduci ng 30 noving pieces, and it's hard to kind of
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Isolate a concept. And that's what | was just trying to
do here.
Q | can appreciate that sentinent.

And you tal ked about, through your exanples, and
"Il focus on the one on page 3, you know, you said, well,
when the Cass Il price is high, those plants will depool
because it's higher than the bl end, and then they can pay
their producers a Class Ill price, and everybody el se who

is pooled gets the blend price?

A Uh- huh.

Q And | guess, who guarantees that those producers
get that Class IIl price?

A No one. And | believe we have had a | ot of

testinmony to that.

Q Ckay. So they can depool, but there's no
guarantee that the producers get the noney?

A. No, there is not a guarantee that the producers
get the noney.

Q Can we -- can we |look at the bottom of page 3? |If
we go to the right side of your chart under the average,
so your first section deals with when the cheese exanpl e
when cheese depool s.

A Uh- huh.

Q The second sentence deals with the exanple of when
t he powder depool s.

A Yes.

Q And then what is the third? Can you go over what

that third kind of set of columms is?
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A. Yes. So what |'m showi ng here is that you have
received a |lot of testinony about 2020 in this about what
t hose bad cheese people did to the blend price. And then
"' mtal king about today, you know, the powder people are
doi ng the sane thing.

And then if you ook at it on a |ong-term average,
the one who's getting the short end of the stick is the
di rect shipper to a fluid plant because they can't depool.
They never get their day in the sun.

Q Ckay. So can you just go over how that -- your
nunbers here is telling ne that?

A. | -- again, it's just a sinple average to say that
when Class Il depools, let's hope nmaybe those producers
did alittle better than the blend. And when Cass IV
depools, let's hope those producers did a little better
than the blend. | can't depool. | never get ny chance to
do a little better than the bl end.

Q | understand the concept that -- | really do.

A. Ckay.

Q But | don't -- still don't grasp what the nunbers,
when you say 45% Class Il utilization, 45% C ass |V

utilization, and 10% Class | utilization gives ne a bl end
of 15.49 -- | understand how that nunber was cal cul at ed,
based on the prices above.

A. That columm is just a sinple average of the other
two colums. So, yeah. |If you look at -- if you | ook at
cheese in its depool nmonth and its powder depool nonth,

it's 20 and then 15, on average it was 17.50.
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You | ook at, you know -- and the inverse for
powder. On average, the two manufacturing classes were
17.50. The blend is always the | owest price.

Q So it's -- so they are an average of the rows, not
t he average of the col ums?

A Yes. Yes. Everything there is just an average of
t he rows.

Q Thank you

A. Ckay. Thank you.

Q We only get one opportunity to ask you these
guestions, and then we go back to DC and | ook at this

stuff and think, oh, man, we didn't ask hi m about that.

A. |"mnot that hard to find. | guess it's not on
record.
Q | may call you.

A. Al right.

THE COURT: That's not permtted.

THE WTNESS: Al right.

M5. TAYLOR: W get one shot, and this is it.

THE W TNESS: Ckay.

THE COURT: What is wonderful, to the extent the
guestions are forward-|ooking and they bring up topics
that will not be decided by the Secretary based on the
evi dence here, it's very exciting to see all the different
potential for the future. |'mjust saying.

THE WTNESS: You are talking |ike ne now.

BY MS. TAYLOR

Q So -- and then on the | ast page of your statenent
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you say, If USDA were to raise the base Cass | skim
price, it would nake it harder to attract mlk for fluid
use. And that's the opposite goal of Federal Orders. And
so the only proposal USDA should accept is MG s.

So what I'm-- and you did discuss this alittle

bit with Dr. Bozic, but | still didn't get nmy brain with
you two.
A Ckay.
Q So et me ask this question
MGis -- and your nenbers are contendi ng that

their proposal is roughly revenue neutral to the higher-of
proposal of National MIk"'s?

A Yes.

Q So given that, | don't understand how this
proposal, M G s proposal, solves your issue as you have
described it here?

A. It does not whatsoever, but it hel ps hedge. And
if you want ny opinion on which one | like nore, it's the
aver age-of , not the higher-of.

Q Ckay. So you're here -- you're supporting the
hedgi ng --

A " mjust [aying down a counterargunent to sone of
the things that were said about the benefits of the
hi gher-of, and I want to tell the room that's not going
to sol ve your problens.

If you think I"mgoing to do this and people are
goi ng to stop conpl ai ni ng about depooling, they won't.

You know, | guess it's nore to that.
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Q Ckay. Thank you

A Yep.

Q And then | wote down, | think this -- | think
this is nmy |ast question.

| wote down how you had tal ked about, in sone
Cross-exam nati on, about current -- right now, given
current prices, right? Butter prices are high, so mlk
wants to go to -- mlk isn't going to butter right now
it's going to cheese?

A No.

Q And it's going to cheese because cheese getting,
is getting a pool subsidy, which you had sone di scussion
about, that's the paynent fromthe pool so they can pay
t he bl end?

A Yes.

Q Ckay. So -- but what is preventing the cheese

plant fromdeciding -- or the co-ops providing the cheese
plant, I'mgoing to not put it in cheese, I'mgoing to
sell it to this butter plant over here and get this higher

Class IV price?

A No, | want themto. | -- | think they should.
When | have run manufacturing plants, like |I said, if --
if I could get the noney -- you know, someone was selling
cheese on the exchange right now -- | don't know what
happened today -- but yesterday they did. If | were a
cheese plant, which I have worn that hat before in this
i ndustry, here's what | would do to nake noney.

One, | would say, you know what, the cheddar price
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is $1.70 or whatever, but when you | ook at what's
happening in butter, it's going to be really cheap to nake
reduced fat cheddar. So | would go to ny sal es guys and |
woul d say, you know, you go and call everyone in the
world, tell themthat reduced fat cheddar's on sal e next
week. You call themup, tell themto do a prono, and
we're going to put you on the schedule. How many pounds
can | get you for?

And what that's going to dois allow ne, as a
cheese processor, to offer a lower price to nmy custoner,
maybe they want it. And then really, I'mgoing to spin
off a load of creamand sell for $1.40 nultiple and nmake a
ton of noney, and that's what the market needs right now.

Simlarly, ny custoner could say, you know what ?
You need to sell ne ten trucks a week of cheese because
that's our contract. And | could say, okay, how about
this, how about I, you know, give you a George Washi ngton,
alittle $1.00 a hundredwei ght across the table, you go
buy your cheese fromthe exchange, 1'lIl go sell nmy mlk to
a powder plant for 18 bucks, everyone wal ks away t he
W ser .

That's the types of things that should be
happening in the market pl ace.

Q And so ny question is, then -- | nean, what |I'm
taking fromyour testinony is sonehow Federal Orders are
preventing that from happening, and |'mtrying to
understand how that -- your logic on how that is

happeni ng.
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A. So at least in the California order, of the noney
we have, 90%of it is going to the cheese plant. So if |
run ny cheese plant, and | don't have pooling, | only get
that Cass Ill price, which is low But if |I run ny
cheese plant and | pool it, maybe | get an extra dollar or
$2 fromthe pool, and that -- that helps nme keep ny dairy
farmers viable, so | run ny plant. But if that didn't
exi st, maybe | could nake noney for them anot her way.

Q But what's preventing themfromjust saying, oh
l"mgoing to go sell ny mlk to the butter plant for 18
bucks, it's still a better deal than the $15 they could
have gotten through the pool in total?

A. Absolutely. And we tal ked about that with
Make Al l owances. If you can cover your Make Al |l owance and
do that, | think you should. |It's called arbitrage. It's
how mar ket s worKk.

But, yeah, the slope between their pay price is
muted if they can pool versus not pool with the bl end
noney.

M5. TAYLOR: Ckay. That's it from AVMS. Thank you
S0 nuch.

THE WTNESS: Gkay. Thank you.

THE COURT: Thank you so nuch. You may step down.

THE WTNESS: No, no, no.

THE COURT: Wait, | forgot about redirect.

THE WTNESS: Not so fast.

THE COURT: | forgot.

M5. VULIN. He did such a good job, it was a good
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assunption there m ght not be nuch.
THE W TNESS: Ckay.
CROSS- EXAM NATI ON
BY DR CRYAN:

Q You tal ked about arbitrage with Ms. Tayl or.

A Yes.

Q Your situation having the powder plant and the
fluid plant is very unusual, is it not?

A. It's sonething you would only build in a
California mlk order. You would never build it in a
Federal Order.

Q And -- and nost of the plants in the country have
been -- have responded to the current regulatory structure
of the Federal Orders?

A That's correct.

Q And so nost -- al nost every ot her powder plant has
t he opportunity to depool in arbitrage --

A Yes.

Q -- under the current systenf

A Yes

Q Ckay.

DR. CRYAN. Thank you very nuch.
THE COURT: Now | invite redirect.
M5. VULIN. Thank you.
REDI RECT EXAM NATI ON
BY M5. VULIN:

Q | just wanted to finish off wth the questions
that Ms. Tayl or was asking you about the sl ope.
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2023

A Uh- huh.
Q And make sure that | understand it as well.
And so your point isn't that FMMOs prevent the
econom ¢ signals that would nove cheese to butter or

powder in that situation. |It's that they nmake them| ess

be without that inpact; is that right?
A Yes.

in your PowerPoint on slide 8, which is Exhibit 268 --
A. Ckay.
Q -- and M. MItner had asked you about the

Did you intend to suggest that that mlk was all
actually pooled in July of 2023?

A. No, it was not. It was just a rough estimte of
what Cass IVis a lot of days in production-w se. Not
pool -w se, production-wise. And in the exanple, | was
trying to draw it all into the pool.

Q So your exanple was asking us to assune that all

A Yes.

of , on page 2 of your testinony, when tal king about your
supply, you tal ked about Cass IIl or IV manufacturers
supplying mlk for pooling access.

|s that a conmon practice for Class | processors

extrenme or they danpen those signals fromwhat they woul d

1.4 mllion -- or billion Cass IV pounds in that exanple.

Q And you had tal ked about earlier about the issue

Q Ckay. You had talked in your testinony on your --

of the Cass IlIl and the Cass IV mlIk was in the pool for

pur poses of denonstrating the inpact of the Class | price?
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to purchase mlk for that purpose?
A Yes.
Q Just in California or in other orders?
A Everywheres. If you read the Federal Order
| anguage in any order that's -- here's what we do and
here's how we do it.
Q So Class Il and IV, accessing the pool is part of

the bread and butter of Federal Orders?

A. Absol ut el y.

Q And you had nentioned al so that you have one site,

but we did hear you say "plants," plural.

So can you just give us a little overview of your

operations and either the manufacturing lines, kind of the

bui | di ngs, |i ke, how does that all work?

A. So our other manufacturing plant, | didn't talk
about nuch, is a smaller plant in Hunboldt, California,
that we do powder and ice creamwith. It's a non-pool
plant. W never pool it.

It's just -- it's organic, and it's small, and
it's quirky, and it makes the greatest fluid mlk on the
pl anet, and the greatest organic ice creamon the planet,
and | could go on about that. It's a fun place to visit.
| recommend everyone go there.

Q But you have been primarily talking --

A Yes.

Q -- about your main operation

A Qur main operation is the bul k of everything.

Q And so tell us what you do, again, at that nain
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oper ati on.

A. We do everything. So, again, we have the dryer
where we nmeke various mlk powders. W have a butter
operation. W have an ice cream operation where we do a
variety of lines. W have cottage cheese vats, sour
cream buttermlk, fluid mlk. You know, you could go on
forever.

Q And these are all different |lines or buildings
on -- | like the description of the canpus.

A Yes. W have 17 different mlk filling stations,
and you nane it.

Q And then, lastly, you had nentioned or used this
phrase that | really |liked, that as an industry we nust be
graci ous and hunble to the custoner.

What did you nean by that?

A. Well, they are the one paying for it, so we need
to be respectful of that. W can't take them you know,
for granted. W need to -- we need to |look out for their
public interest as well here.

Q Thank you.

M5. VULIN:  Nothing further.

THE COURT: Adm ssion into evidence of exhibits?

M5. VULIN. | just wanted to nmake sure there was
Nno re-cross.

THE COURT: People are not w ggling.

M5. VULIN: G eat.

So | would nove that Exhibits 267 and 268 be

admtted i nto evi dence.

TALTY COURT REPORTERS, INC. 5872
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

THE COURT: |s there any objection?

There is none. Exhibit 267 is admtted into
evi dence.

(Exhi bit Nunmber 267 was received into

evi dence.)

THE COURT: Exhibit 268 is admtted into evidence.

(Exhi bit Nunber 268 was received into

evi dence.)

THE COURT: And now you may step down.

THE WTNESS: Thank you

M5. VULIN:. And the MIk Innovation G oup would
call as its next witness, Mke Newell with HP Hood.

M5. TAYLOR: Ms. Wulin, we do have one dairy
farmer here, and | would like for himto be able to go on
next .

M5. VULIN. Absolutely. Happy to accommodat e.

M5. TAYLOR: Thank you. Yes.

Judge, we have M. Barlow here, and if -- | would
invite himto cone up to the stand.

THE COURT: |I'mgoing to have us go off record
whil e copies of the testinony are distributed.

We go off record at 9:57.

(An off-the-record discussion took place.)

THE COURT: Should we go on record?

Let's go back on record.

M5. TAYLOR:  Your Honor, | have passed out
M. Barlow s statenent, one to each of the parties

present. This one is not online at the nmonent, but | wll
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get an electronic copy, and we will get it up there by the

end of the week so anyone can have access to it.

| would ask that be narked wth an exhi bit nunber.
THE COURT: Al right. | ammrking M. Barlow s

testi nony as Exhibit 269.

pr oceedi

(Exhi bit Nunber 269 was marked for

i dentification.)

THE COURT: M. Barlow, welcone.

THE WTNESS: Thank you very much

Hello. MW nane is HH Bar- --

THE COURT: | got nore work to do.

State and spell your nane.

THE WTNESS: M nane is HH Barlow, B-AARL-OW
THE COURT: Have you previously testified in this

ng?

THE WTNESS: No, ma' am

THE COURT: |'d like to swear you in.
THE WTNESS: Thank you

H H BARLOW
Being first duly sworn, was exam ned and
testified as foll ows:
THE COURT: Now you may proceed.
M5. TAYLOR. And, M. Barlow, if I could just ask

you to nake sure you speak a little bit slower so our

court reporter can get all of your words.

m | ki ng

THE W TNESS: Ckay.

Hello. My nane is HH Barlow | ampresently
120 cows in Barren County, Kentucky. | also serve
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as executive director of the Kentucky Dairy Devel opnent
Council. But today, | amtestifying as an independent

m | k producer and dairy farmer shipping mlk to the Borden
pl ant in London, Kentucky.

It is an honor to be here, and | thank you for the
opportunity to testify today.

My understanding is the purpose of our Federal
M1l k Marketing Order systemis twofold: To provide an
orderly marketing systemfor dairy farnmers' mlk
production, and to provide the consuners wth an adequate
fresh supply of mlKk.

THE COURT: 1'mgoing to interject just a nonent.
You have the perfect broadcast voice, but it needs to be
sl ower .

THE WTNESS: M reason for testifying today is to
express and explain ny support for the proposals, along
with a bit of a warning based on ny lifelong career in
dairy. | have firsthand experience as an i ndependent
dairy producer who has been harnmed by volatility and
pricing nmechani sns. These factors have been detri nental
to producers everywhere, causing a massive |loss of dairy
farnms in nmy state and across the country, which in turn,
created a significant |oss of economc activity in rural
community across the country.

I n 2005, Kentucky had 1500 dairy farners. Today
we have 340. One cow on average produces 5 to $6,000 in
m |k sal es revenue per year. Econom sts have determ ned

that those 5 to $6,000 turn over eight nore tinmes in the
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| ocal rural econony.

That $48, 000 annually into a rural econony is not
pocket change. For a herd of just 100 m I king cows, this
woul d nearly -- would renove nearly half a mllion dollar
busi ness froma | ocal econony. Thus, you can understand
the econom c inpact of losing dairy herds in a comunity.

In order to best illustrate ny convictions today,
| would ask you take a trip down nenory |ane with ne and
let me tell you a story. M dad got his first Jersey cow
in 1929, and we have been m | king continuously since then
for the last 94 years. | paid ny way through coll ege at
the University of Kentucky m |l king cows at the research
farm

After graduation in 1972, | married ny coll ege
sweet heart and returned home to the famly dairy farm
working full-time with ny dad. W started a famly, and
farmed for the next 11 years mlking 100 cows while
farm ng 400 acres.

The farm depression of the early 1980s al nost
W ped ne out. After selling 150 acres and nost of ny
cows, ny wife and | started over on our own in 1986. W
have mai ntai ned the dairy ever since, but not w thout many
close calls. | started selling feed as a conmm ssi oned
sal es agent and have had the necessity of at |east two
jobs for the last 39 years.

My passionate | ove for cows kept ne in the

busi ness, even through tough tines. It was inportant to
us to raise our famly in this way of life. | credit
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God's help and a praying wfe for our survival.

In nmy 20s, | was elected to the Dairynen,
| ncor porat ed, Nashville Division board, serving six years.
In the '80s, there were seven different potential markets
for my mlk to be marketed, plenty of options. W D
co-op market was the | owest price of the seven at that
point, so | changed nmarkets to beconme an i ndependent
producer for the next 20 years, selling to three different
conpani es before finally getting the highest market price
of all at Purity Dairy in Nashville. There was over a $1
to $2 difference between the co-op and the i ndependent
price. Wth the volatility of the market and overal
financial conditions of farmers at that tine, it was
i nperative that we searched for the highest pay price to
stay in business.

The next challenge for dairynen and wonen in the
Sout heast market was the consolidation of privately-owned
mlk plants. For exanple, Dean Foods purchased Purity in
Nashville; Mayfield in Athens, Tennessee; and Barber Dairy
in Birm ngham Producer prem uns quickly di sappeared as
consolidation took place. The situation further
deteriorated when Sui za bought Dean Foods.

My high mlk prices in the '90s conpletely
di sappeared by 2002. | organized a group of 60 to 70
dairies to |l ook for another market. This endeavor cane to
the attention of Lone Star M|k Producers in Texas. And
in 2003, this group of dairynmen were offering nmenbership

in that co-op. | served as a director of Lone Star from
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2003 to 2013.

The introduction of Lone Star brought sone
prem uns into the nmarketplace and reduced the cost of
haul ing. This was advantageous to our nenber producers.
This venture al so gave Lone Star entrance into the
Sout heast market, so it was a nutually benefici al
arrangenent .

The Sout hern Marketing Agency was forned shortly
thereafter. It was a great idea, because m |k from
several handl ers was conm ngl ed on trucks, which created
great efficiencies in hauling. This efficiency was an
exanpl e of co-ops working together, and all dairy farners
benefitted.

| don't have the precise facts of what caused the
Sout hern Marketing Agency to cease operations, but it was
detrinental to the dairy farners' pay prices. | continued
marketing nmy mlk through the co-op structure, but after a
few years of conparing pay prices to nmy independent
nei ghbors, the independent price was significantly higher.

Thus, in 2013, | led the initiative to take the
10 mllion nmonthly pounds of production being sold to Lone
Star to the independent Borden bottling plant in London,
Kentucky. This endeavor netted an inmediate $2 price per
hundr edwei ght increase in ny mlk price, and for the past
ten years, we have maintained the highest price in the
avai |l abl e market.

Conpetition has been central to inprove prices

t hroughout my entire 50-year career. Today, there is |ess
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conpetition than ever before in the marketplace with the
consolidation of co-ops and the closure of independent
plants. This is detrinmental to producer pay prices

ever ywher e.

| have given you this history as a summary of
actual events | have experienced as a dairy producer for
50 years. M/ dream was always to be a successful |arge
dairy farmer. | amnot conplaining about ny |ife, because
| am bl essed to have a great famly, a nice farm and a
wonderful way of |ife. The challenge is the economc
reward for small dairy farns has been eroded significantly
by econom c conditions in the market.

Therefore, I amin general agreenent with National
M| k Producers Federation proposals to nodernize the
pricing system Today's market conditions are markedly
different fromyear 2000 |levels. The uses of mlk are
significantly different. Qur products are still extrenely
nutritious and we nust market our mlk to neet producer
and consuner needs and desires.

So first, let's tackle the higher-of formula. The
return to the higher-of fornmula is an exanple of how the
mar ket shoul d dictate our prices. Wo would have ever
i magi ned that butter would dictate nmy mlk price as a
dairy farnmer?

For the nonth of August 2023, ny 3.5 blend price
of 19.64 was made up of $9.42 from skimand $10.22 for
butterfat. This is just one exanple of ny pay price being

| ess than what it could be because the higher-of fornula
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was not used to cal culate ny pay price.
Usi ng the COctober reported Class Il and IV prices

that were reported on Septenber 22nd, this resulted in a
| oss of $0.78 per hundredwei ght, meaning for the nonth |
| ost out on $1287. This would pay all of ny electricity

costs on the farm for one nonth.

update the conponents in the skimmlk portion of O ass |

pricing has already taken place in this hearing. | am

entire career has never paid ne for ny higher conponent
val ue m | k.

In the marketplace today, high protein mlk is

to the farnmer to produce higher protein and solids mlKk.

As evidence, the success and growh of Fairlife is a

pay for the higher value mlk. It would nore accurately
refl ect consuners' desires for higher protein mlk and
incentivize farmers to produce a hi gher conponent mlk
t hrough genetics, nutrition, and updated nmanagenent
practi ces.

Just for exanple, ny average production over the
| ast three years was 2.1 mllion pounds annually, and ny

protein percent was 3.7 annually. Using the cal cul ation

hi gh-conmponent mlk, and selling mlk in Oder 5 and 7 ny

where our growh is, and we should create every incentive

testament to consuners' preference and the willingness to

put forth on page 35 of National MIlk's petition that the

conponent changes would raise Cass | price by $0.55, the

Next up, the conponent pricing. The discussion to

very nmuch in favor of this update. | have always produced
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difference in ny pay price would be approxi mtely $0. 40
per hundredwei ght, considering the 70% utilization of
Cass | mlk in Oder 5. This would result in additional
$8500 annually to ny gross receipts. This would cover

half of ny fuel cost on the farmfor a year.

2023

Now |l et's nove on to Make Al |l owances. | sell mlk

today in Oder 5 and we are a high Cass | utilization
market. Order 5 has | ess manufacturing processors than
nost orders. The Make Al |l owance portion of this hearing
is troublesonme to ne and ny fell ow producers froma
phi | osophi cal standpoint. Wy are producers' pay prices
adj usted to guarantee the processor a nmanufacturing cost
floor, basically assuring thema profit? No one is
guar ant eei ng dairy nen and wonen a cost of production
floor in our operations. | have not seen any processor
contract with the farmer guaranteeing himthe cost of
production. It is way past time for the processor to get
his pay out of the marketplace instead of on the backs of
dairy farners.

The proposed increase of $1.25 in the
Make Al l owance woul d be extrenely detrinmental to producer
pay prices. Those cal cul ati ons have al ready been
presented in this hearing. | can assure you |lowering
producer pay prices below what is in existence today w ||
cause a mass exodus of small dairy farns across the
nation. W are hanging on by a thread today, and a
further reduction will be the straw that breaks the

canel ' s back
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Finally, let's talk about |location differentials.
| amalso in favor of raising Class | differentials to
nore accurately reflect the changes in the mlk markets
t oday conpared to 20 years ago.

THE COURT: Wbuld you re-read that sentence? You
left out an inportant word. Location is the word you | eft
out .

THE WTNESS: Finally, let's talk about |ocation
differentials. | amalso in favor of raising Cass |
| ocation differentials to nore accurately reflect the
changes in the mlk markets today conpared to 20 years
ago.

| al so believe the Southeast should continue
producing m |k, instead of having finished products
inmported into our markets. | believe that with sone
changes in the conponent val ues, we could have a growth
area for mlk production and processing. | knowthis is
particularly true for the state of Kentucky, where we are
very desirous of growing our mlk production. Overall, I
bel i eve these proposed changes will contribute to the
sustai nability of |ocal production and the growth of our
Sout heast dairy industry.

This hearing is about the nodernization of the

Federal M|k Marketing Order system | have given you ny
t houghts from an i ndependent producer's perspective. In
sunmary, | support National MIk Producers Federation and

t he American Farm Bureau positions on the points |

di scussed. It is inperative that the final result of this
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heari ng does not harm producer pay prices.

In closing, | have spent a lifetine as a dairy
farmer and have been involved in the dairy industry in
practically every phase of it. Dairying and cows are ny
[ife. But as you can see, | amin the sunset of ny
career. | came today, not so nuch for nyself, but for al
t he young dai rynmen that have the passion | have al ways
had, to be a successful dairyman. | have al ways treasured
the thoughts that | produce a product that is good,
heal thy, and nutritious for nmy fell ow nman.

Thank you once again for giving ne the forumto
express ny Vi ews.

THE COURT: Thank you so nuch, M. Barl ow.

And |'m now going to invite anyone who would I|ike
to ask you questions to cone forward one at a tine.

CROSS- EXAM NATI ON
BY DR BQZI C

Q Marin Bozic for Edge Dairy Farmer Cooperative.

Good norning, M. Barlow.

A Good nor ni ng.

Q One of the econom sts submtted a testinony that
states that it's really not a problemif Mke Al owance is
set very high because that woul d be conpensated by market
forces through over-order prem uns.

Do you share his confidence that that will indeed
happen?

A | remenber when | had over-order premuns of a $1

$1.50 a lot, and that disappeared. And honestly, | do not
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have that confidence.
Q Thank you for your answer.

You nentioned in your testinony that you are in
t he, your words, sunset of your career. One of the
argunents put forward for increasing Make All owances is
that it would expand plant capacity for producers' ability
to grow.

Wul d you benefit personally if the plant capacity
i s expanded?

A Yes.

Q What woul d you do if the plant capacity is
expanded?

A. Hopefully be able to incentivize producers in
Kentucky to produce nore mlk and have a place to go with
it.

Q So --

DR. BQZIC. Thank you very much for your answers.
THE COURT: Thank you, Dr. Bozic.
CROSS- EXAM NATI ON
BY DR CRYAN:
Q Hello, M. Barlow. It's nice to see you again
"' m Roger Cryan wth the American Farm Bureau
Feder ati on.
A Yes, sir.
Q | have to say that every tinme | get up
Are you a Farm Bureau nenber?
A. Yes, Sir.

Q | appreciate that.
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And you cane to our forum on Federal Orders |ast

Cctober in Kansas City?
A Yes.
Q And | appreciate that.

And | know you said you represent yourself today,
but the Kansas City Dairy Devel opnent Council signed on,
along with other state groups, and along with Nati onal
MIk, with Farm Bureau, in a statenent supporting updates
and noderni zation of the systemfor the benefit of
farmers; is that correct?

A. Yes, sir.
Q And | appreciate that.
So just let nme clarify. You support -- did you

have any ot her takeaways fromthat forunf

A. | don't -- | don't have any at the nonent.
Q Ckay. The forum-- that forum generated support
for -- broad support for the higher-of; is that correct?

A. Yes, sir.

Q And very broad support for increased C ass
differential s?

A. Yes, Sir.

Q And -- and you are here -- well, you said so. You
said you're here to support the -- oh, | renenber -- |I'm
sorry, the last thing, the thing | wanted to clarify.

You support Farm Bureau's position that we should
not have an increase in the Make Al |l owances unless there's
an audited mandatory survey of the data that goes into

that; is that correct?
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A Yes.
Q Very good. Thank you very nuch for your
testi nony. Have a safe trip back.
A. Thank you.
DR. CRYAN. Thank you.
THE COURT: Thank you, Dr. Cryan.
CROSS- EXAM NATI ON
BY Ms. HANCOCK:
Q Good norning. |I'm Nicole Hancock with Nati ona
M1 k. Thank you so nuch for being here today.

2023

In your Exhibit 269, on page 4, you tal k about the

Make All owances that you just tal ked about with Farm

Bureau, and | just wanted to ask a coupl e questions about

t hat .
| s one of your concerns with increasing

Make All owances for manufacturers just the anount of

tremendous pressure you feel in your current pay prices as

a dairy producer?

A. Yes. You know, | think people in this room

obvi ously know, but we're over $8 per hundredwei ght under

our January pay price. That's over a 30%drop. And our

I nput costs have not changed at all. So we're in a very

unt enabl e position today as dairy farners.
Q Ckay. And | think you testified to this, but
just want to tie it into this section.

| s your concern that if -- if -- if

Make Al l owances are increased and there is a correspondi ng

drop in the pay prices to producers, that it would drive
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producers out of business?

A Yes, nmm' am

Q And in turn, that would have a negative effect on
the supply that's available in the marketpl ace?

A That's correct.

Q Ckay. And then you talk on the | ast page of your
testi nony about how in Kentucky where you -- where you are
farm ng, you have observed with your fellow dairy
producers that there is an interest in growing their
dairies; is that right?

A. Absol utely.

Q | s that because as a small dairy, the efficiencies
are just not there and it nmakes it too difficult to
survive based on the current financial circunstances?

A. There are definitely, you know, advantageous
factors for being in a larger scale w thout any question.

And fortunately, |I'm surrounded by sonme young
dai rymen. You know, they are in business basically with

their fathers, or their famlies, and they are obviously

all in a growth phase.
And -- but at the sane tine, you know, | hate to
see the 100- to 500-cow dairy or -- you know, suffering

needl essly. Because as | stated in ny testinony, you
know, a 100-cow dairy is a pretty significant size
business in any -- any locale. | livein atown -- or |
lived actually on a farm but ny adjacent town is |ike
2,000 people. There are very few businesses, you know,

al nrost none | would say -- there are sone | think -- that
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generate nore incone than | do on ny 120-cow dairy.

So -- and the beautiful thing about nmy position is
all of that noney is spent locally. And, you know, we are
a real economc engine in rural Anmerica.

Q So if these small farnms go out of business, it
doesn't just affect those farners and their famlies and
the generations to conme, but it affects the entirety of
t hose communities, as well as the supply of mlk?

A. Absol utely. Thank you for that, you know,
confirmation.

Q | just want to thank you on behalf of Nati onal
M1k for your support and for taking the tine to be here
t oday.

A. Thank you.

THE COURT: Thank you, Ms. Hancock.

Who el se has questions?

CROSS- EXAM NATI ON
BY MR LAMERS:

Q Good norning, M. Barlow.

Mark Lamers, Lanmers Dairy. First | want to thank
you for com ng today.

A Thank you.

Q We operate a very small fluid plant up in
W sconsin, and we purchase our mlk from producers just as
yourself, so | really appreciate your insight.

Earlier the Judge had opened up -- or nade a
comment relative to the potential ideas of what could cone

out of this hearing. |I'mgoing to go back again to a
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little bit of the declared policy. And they tal k about
parity pricing, and they state a statute in there about
what parity pricing is defined as.

And when you look at mlk prices, the parity
pricing is described as prices of feed, avail able supplies
of feed, and other econom c conditions which affect the
mar ket supply and demand for m | k.

Currently in this system-- now, this is
futuristic thinking here, because currently there is no
factor used | ooking at those prices that farners have to
pay.

In your opinion, is there sonething that -- is

t hat sonet hing that maybe the industry as a whole should

be looking at, inthe -- in the mninmumpricing of mlk?
A. You know, | -- philosophically |I guess |I'm agai nst

nore governnent interference in our -- in our dairy

operations, you know. So | -- | would have to study that

to give you ny real correct answer on that.

Q Ckay. The way | understand it, not being a
| awyer, is that that should be part of the consideration
to help the producer, or the farmer, help cover their cost
of producing that mlk to the market.

A. Well, we do have one advantage now in the Dairy
Mar gi n Coverage insurance for the smaller producer. That
is alifeline.

Qur fellow grain producers have had crop insurance
for years and years and years, and | am so thankful we had

that incorporated in the 2018 FarmBill. And | pray that
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we -- it will be continued in the 2023 FarmBill. But,
you know, that does give us a basic, you know, kind of
floor to help us get through the tough tines.
MR. LAMERS: Okay. Thank you very nmnuch.
THE COURT: Thank you, M. Laners.
Are there additional questions before | turnto
Agricultural Marketing Service to ask questions?
| turn to Agricultural Marketing Service.
CRGOSS- EXAM NATI ON
BY M5, TAYLOR
Q Thank you, M. Barlow, for comng here today to
testify.
A. My pl easure.
Q Just a coupl e questions.
First, on your farm 120 cows. W have been
asking all our dairy farners if they neet the Small
Busi ness definition, that is making $3.75 million or |ess

in gross receipts annually on a whol e farm basi s.
Wul d you neet that definition?
A. Absol ut el y.
Q And you nentioned DMC
Am | correct, then, that you utilize DMC?
A | do.

2023

Q And do you utilize any other risk managenent tools

of fered?
A | do not.
Q Thank you.

Your mlk goes to the Borden plant in London,
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Kent ucky.

About how far is that haul ?

A 100 m | es.

Q Ckay. And I was wondering if you could talk a
l[ittle bit about your transportation costs. You talked
about how your other input costs have increased recently.
And just a little bit about how that works for you as a
di rect shipper in paying your haul, and how have you seen
your transportation costs inpacted, let's say in the | ast
five years, to service that plant.

A. Personally, | just so happen to have the best
haul er in the state.

Q You put that on the record. That's good.

A And maybe | should clarify that a little bit. W
have got a | ot of good haul ers, but |I have the nost
econom cal hauling price of anybody in the state. |
should clarify that as instead of saying the best haul er
in the state.

This issue of hauling mlk is probably the, you
know, el ephant in the roomin Kentucky. W have -- you
know, | pay $1.35 per hundredwei ght to get ny mlk haul ed.
We have producers in the state of Kentucky that are paying
$3 a hundredwei ght to get their mlk hauled. | don't see
how t hey can survive that cost. So, you know, it is -- it
is areal challenge to -- for all of us |I think as we go
forward

And, again, that is -- as you |ose producers, then

that creates greater distances between dairy farns for
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haulers to go. And | think all of those factors, you
know -- and just the cost of fuel, you know, the cost of
| abor, of finding the nen and wonen to drive the trucks,
all of those things are becomng a real, real big problem
in our dairy industry, particularly in the south.
Q So in your neck of the woods, your differentials
were | ast updated in 2008.
And so can you -- so you pay $1.35 now.
Has it cost you nore to haul your mlk since 20087
A. Ch, sure. Absolutely. You know, we actually had

a $0. 25 adjustnment back at the first of the year, upward.

Q From your haul er?
A Yes.
Q Ckay. | wanted to turn to the third page of your
st at enent .
In this -- in the top portion you tal ked about
how -- the decision you nade to go from being a nenber of

Lone Star to an independent Borden shipper, and that by
doi ng that your price increased $2. 00 a hundredwei ght.
If | may ask, what do you attribute the $2.00 to?
Is that -- was that in premuns? What is it [ower hauling
costs? How cone you were able to see that $2.00 increase?
A. That is a tough question to answer. You know,
obvi ously the independent producer has the advantage of --
or at least in Orders 5, | think, and 7, that we are not
really involved in the balancing costs in the -- you know,
of seasonal production. That is one nmajor factor that

gi ves the independent producer a -- you know, an
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opportunity to a bonus.

Secondly, you know, we don't have co-op costs
obvi ously. You know, we don't have staff. W don't have
field service. You know, those are things that are -- are
good and -- but, obviously -- you know, to be honest, |
have tried to be like, | guess you would say Ford Mot or
Conpany. | wanted to get the highest price | could get,
so | did research the marketplace, and | have been
involved in it very, you know, significantly. As you can
see, | have changed a | ot throughout mnmy career. And we
have -- you know, | have been asked to change just
recently, but there was no difference in the marketpl ace
so | did not change.

And -- but, you know, that $2.00 benefit has not
stayed at that level. It was imediately at that tine,
but it's nmuch, nuch closer today than it was at that tine.

Q | appreciate that segue.

| was going to ask currently or in the last few
years, since you do ship to Cass |, an independent
Class | plant or a Cass | plant and you're an i ndependent
shi pper, can you tal k about what's happened to your
premiuns in the past few years? You saw them be pretty
constant, or decrease, etcetera, or maybe don't get
prem uns anynore?

A. You know, | alluded to it in my testinony, | guess

you would say. In the '90s when | was shipping mlk to an
i ndependent plant in Nashville, Tennessee, the Ezell

famly owned the Purity MIk plant there, and it was
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nothing for themto say, Purity premum $1.00, $1.25.
They literally followed the marketpl ace, and if they

t hought their producers were in need of extra incone, |
would see a -- it was called a Purity premum It was at
the bottom of the check. | have seen it as high as $1.50.
It nearly always was over $0.50. Those went away totally,
as | have testified.

And the Lone Star thing did bring sonme prem uns
back into the marketpl ace. That's one of the nmain reasons
| went there. And was -- you know, | think all 60 or 70
producers that -- you know, there's nothing great about
nme, but because of being in the feed industry, | knew -- |
know a | ot of the producers. And, you know, | have
been -- | followed the markets. And fortunately a | ot of
peopl e have, you know, been willing to kind of follow ne
al ong the road.

But prem uns basically di sappeared conpletely
after SMA went out. And, you know, even to going to the
i ndependent producer, there's still basically been no
prem uns.

I nterestingly enough, and | just alluded to it in
my testinony, conpetition in the marketplace is the key to
profitability as nmuch as any other factor. W have a
brand new co-op that has been formed in the very southern,
sout hwestern tip of Kentucky, and has producers from
Kent ucky and Tennessee in that co-op. And they nmade a --
you know, namde a run at us Borden producers, | guess you

woul d say, to take a lot of us to go to their new co-op.
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VWhat did Borden do? It put in a potential $0.90
premiuminto the marketplace. And so for the |ast eight
nont hs | have been receiving sone prem umns.

But conpetition is extrenely inportant, and you
know, | think that's, you know, my argunent.

Q And | want to get your perspective as an
i ndependent shipper. W have had a |ot of dairy farner
testi nony over the past five and a half weeks, but not a
ton of direct shippers have, you know, been able to
testify, or joined us to testify.

So fromyour perspective as a direct shipper, how
do you think -- or does the Federal Order benefit you?
And if it does, how does it benefit you?

A Vel |, you know, | have been asked this question
many tinmes. You know, occasionally | hear the coment,
you know, why don't we kick 'em out?

Well, | don't believe that's a tenabl e situation.
Qobvi ously, just the fact that they report, they keep it
all in sonme good formof structure for our marketplace is
absol utely essential, in nmy opinion.

And, you know, one of the things that's always
di sturbed nme about dairy farmng is we usually operate a
ot on credit. And it's very difficult to go to a banker,
and, you know, when he asks you, what do you think your
mlk price is, you know, to borrow $100, 000, $300, 000,
what ever. You know, | have -- | have owed a | ot of nobney
inny life.

And being able to have, you know, the Federal
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Order systemto kind of keep all of that and reported to
us, you know, like the CVE and the futures nmarkets and al
of that -- all those factors together, give nme sone
senbl ance of opportunity to, you know, address ny credit
supplier of where | am goi ng.
But it's, you know, it's still a tough situation.
But 1'm-- overall, | amvery much in favor of the Federal
Order system
Q Ckay. On the | ast page of your statenent at the
top you tal k about using the Cctober reported price.
And | just want to make sure it's clear for the
record, you are tal king about October 20237
A. Yes. If you would follow -- if you follow that
futures thing, ny nunbers are quite a bit |ess than what
they are actually as of yesterday, because butter went up
significantly, and Cass |V futures | think went over 21,
and the October reported price of Class Il was like, |ess
t han 17.
Q So these -- can | ask what Cass IIl and IV prices
did you use to conpute your $0.78 per hundredwei ght | 0oss?
A The Class |V price, Septenber -- the reported
Sept enber 22nd.
Q Reported by USDA?
A Yes.
Q Ckay. | think that's it for AMS
| really do appreciate you and your daughter
comng up to be with us today. So | wish you safe travels
back.
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A. | should have introduced her. She is ny el dest.

We have three nore children, and they have bl essed ny wife
and | with 16 grandchildren. So | ama very rich man,
even though | don't have a | ot of noney.

M5. TAYLOR: Thank you very, very nuch.

THE WTNESS: Thank you.

THE COURT: |Is there any objection to the
adm ssion into evidence of Exhibit 269?

There is none. Exhibit 269 is admtted into
evi dence.

(Exhibit Nunber 269 was received into

evi dence.)

THE COURT: M. Barlow, you are indeed a bl essed
man. Thank you for being here.

M5. VULIN. Wuld we |ike a break or are we good
to keep goi ng?

THE COURT: We'll take a ten-m nute break.

M5. VULIN. Sounds good.

THE COURT: Pl ease be back and ready to go at
around 10: 47.

(Wher eupon, a break was taken.)

THE COURT: Let's go back on record.

W' re back on record at 10:49.

M5. VULIN. The MIk Innovation Goup -- oh, I'm
sorry, your Honor, | forgot ny cue.

THE COURT: So |'mabout to ask a person to state
who he is. W' re good.

Al right. So would you please state and spell
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your nanme?

THE WTNESS: M chael Newell, N-E-WE-L-L.

THE COURT: M. Newell, have you previously
testified in this proceedi ng?

THE WTNESS: | have not.

THE COURT: |I'mgoing to swear you in.

M CHAEL NEWELL

Being first duly sworn, was exam ned and

testified as foll ows:

THE COURT: Thank you.

DI RECT EXAM NATI ON

BY Ms. VULIN:

Q Good norning, M. Newell. How are you?

A Good norning. |'m good.

Q You have before you a docunent entitled "Testinony
of HP Hood, LLC, Part 2."

Do you see that?

A | do.

Q And is that your witten testinony for the
proceedi ng t oday?

A That is ny witten testinony.

M5. VULIN:.  Your Honor, we had previously
circulated this, so hopefully everyone has their copy from
yesterday when | was a bit nore -- naybe too optimstic on
t he schedul e.

THE COURT: We didn't mark it yet, did we?

M5. VULIN: No, we have not.

THE COURT: Ckay. That's good. That's -- that's

TALTY COURT REPORTERS, INC. 5898

taltys.com - 408.244.1900


http://www.taltys.com

TRANSCRI PT OF PROCEEDI NGS Sept enber 28,
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

orderly. Al right. 1 don't -- whichis it? 270.
It will be 270.
M5. VULIN. Do you have a copy?
THE COURT: It's com ng.
M5. VULIN. And in the neantine, I'll identify
nmyself. Ashley Vulin with the MIk Innovation G oup.
THE COURT: Al right. So everyone, you may go
ahead and mark your copy as 270, and up at the right-hand
top it says M G Hood- Exhibit 11. You may proceed.
(Exhi bit Nunmber 270 was marked for
identification.)
M5. VULIN:.  Thank you, your Honor.
BY MS. VULIN:
Q M. Newell, wll you please state your business
address for the record?
A. It's 6 Kinball Lane, Lynnfield, Massachusetts.
Q Thank you. And let's start with sone of your
backgr ound.

So, M. Newell, how did you get into the dairy

i ndustry?

A So | have heard the coment nade --

Q Ch, and I'Il junp in really quick. Mke sure you
go nice and slow. Thank you.

A. So like I have heard nmany others say in the two
days that | have been here, | was kind of raised in the

business. So ny stepdad's famly had a m |k processing
conpany i n downtown Sacranmento called Crystal Cream &

Butter Conmpany, and |'Il get to that.
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So when | was in high school, for many summers |
wor ked cl earing | eaves off the roof, sweeping the gutters,
pai nti ng the backs of trucks, and it really canme to --
mean, it was -- it was a way for nme to earn ny way into
t he conpany.

And so | eventually did that. And I went to
col l ege at UC Berkel ey, got a degree in econom cs. Went
to work in the famly business as a nmanagenent trai nee,
whi ch was awesone because | got to work in all the
different departnents. And we -- not like -- unlike the
Crystal that Jacob was tal king about, we did everything,
butter, powder, ice cream a |ot of ice cream m X,
cultured products. So it was -- it was quite an
educat i on.

Fromthere | went and | got an MBA at the Borden
School of Business. Wnt back to the famly business and
wor ked ny way up through sales. Becane VP of marketing in
1997, conpany president in 2003. Hood was a customer of
ours. W actually co-packed ESL eggnog for them

And then the famly decided it was tinme to sell
So we ended up selling the famly business to HP Hood, but
what Hood really wanted was our bottling plant, which was
state of the art. They didn't want the brand, so we sold
the Crystal brand to Foster Farnms Dairy. And hence,
that's the Crystal that Jacob works for.

Q What a smal |l worl d.
A Yeah.
Q G eat.
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A. So then with Hood, | really fulfill a sales role.
So | have been responsible for private | abel sales on the
West Coast, international sales, and then for about the
| ast eight years, what we call national warehouse sal es,
which is really sales of our ESL products on the West
Coast .

Q And what's your current title at Hood?

|"m sal es director.

A
Q Sal es director?
A

And then | kind of fulfill a dual role, which is
why |'mhere today. |I'min charge of industry relations
in -- for California. So | sit on a nunber of boards:

Dairy Institute, California MIk Processors Board, The
Dairy Council of California, so --

Q And are you based out of California?

A Yes. Yeah. | livein -- 1 have an office at our
Sacranmento plant and live in Davis, California.

Q And tell us alittle bit about Hood's product
of feri ngs.

A. So Hood -- let me say this first, about Hood.
Hood was founded in 1846 in Boston, Massachusetts, so New
England's really the heart of its business. So in -- in
t he Northeast market, Hood -- Hood brand is the nost
wel | - known brand, has the |argest market share, and
markets a full line of Class Il products and C ass |
products.

And distribution for those products is really DSD

There m ght be, like, a small anmount through foodservice
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war ehouses, but really it's direct store delivery for our
HTST products.

Q Thank you.

And you nentioned fluid. How many fluid

di stributing plants does Hood have?

A So Hood has four HTST plants and five ESL pl ants.

Q And | believe you have, on page 2 of your
testinmony, a summary of where those plants are |located; is
that right?

A That is correct.

Q And | can see here they are located primarily in
FMMO 1, but also FMMO 51; is that right?

A. Yeah. The Sacranmento plant's in FMMO 51, and the
rest are in FMMO 1.

Q Okay. And what -- tell us alittle bit about the
types of Class | products that Hood processes.

A. Yeah. So it's really a full line of fluid mlk
products, so | mean -- and chocolate mlk. GCh, so Cass |
products.

So then on the other side -- so that's HTST
products.

ESL products we -- we -- you know, our big brand
in ESLis -- or Cass | brand, is Lactaid Lactose Free
mlk, so that's a brand that Hood has had the |icense on
for many years.

Lactaid is -- the nane is actually owned by MNeil
Phar maceuticals, and we're their licensee for the U S

Q And so you said that -- that Hood has fluid mlk
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products that are HTST and fluid mlk products that are
ESL, correct?

A Yes.

Q And what's just kind of roughly the breakdown
bet ween the portion of each of those?

A So I"'mnot going to put a nunber on it, but it
is -- the ESL business is |arger than the HTST busi ness.

Q Great. Thank you.

And I -- | -- you had shared with ne the revenue

2023

for Lactaid |ast year just to give us a sense of the scope

of that brand.
Wul d you be willing to share that?
A. Yeah. Well, so it was not the revenue for | ast

year, but it was retail sales. W hit kind of a

significant mlestone at the end of May, which was Lactaid

brand actually had done a billion dollars in retail sales,
according to Crcana, which is the -- what IRl is now
going under. So -- and | think we were the first

specialty mlk brand to hit that nunber.
|"mgoing to give a little caveat. W also
sell -- and a -- a plug for Lactaid -- we also sell
Lactai d cottage cheese and Lactaid ice cream So those
were included in that nunber.
Q And is the majority of the Lactaid sales in the

m |k, the cottage cheese, the ice creanf

A | would say 90%is in mlk. Yeah. MIlk is really

t he franchi se.

Q And this innovative Lactaid product, then, has

TALTY COURT REPORTERS, INC.
taltys.com - 408.244.1900

5903


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 28, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

been very successful ?
A Yes.
Q Great. Thank you.
You said you focus on the sal es side.
Can you give us just a little rough -- what does
day to day look like for you in terns of selling Hood' s
fluid mlk products?

A. So | manage a broker network, so it's really, you
know, putting together prograns for our retailers, nmaking
sure that -- that our pricing | ooks good in stores, is
neeting our targets. |If not, addressing it wth
retailers. Mking sure our products are on shelves. So,
yeah, that's -- that's kind of ny primary focus.

Q G eat.

And does Hood do any risk managenent for its
Class | products?

A. Hood does -- yes, does risk nanagenent.

Class | -- | nmean, Lactaid is where we will hedge a
portion of the mlk that we use for Lactaid.

Q So you had said you have the HTST and the ESL.

So not for HTST, but, yes, Hood does hedge for
sonme of its ESL products?

A Yes.

Q And you -- how does Hood nmanage risk for its ESL
G ass | products?

A. Yeah. So what we do is we buy futures for
Cass Il and Aass IV skim

Q And on page 4 of your testinony, Exhibit 270, at
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the top you describe two ways that a Cass | processor
coul d hedge, purchasing futures contracts for the solids
and the butterfat, and then these kind of custom contracts
that comodity brokers can put together.
Do you see that there?
A | do.
Q Whi ch of these, or both, does -- does Hood utilize

to manage its risk --

A Ve --

Q -- for its --

A. We utilize --

Q -- ESL products?

A We utilize nmethod one.

Q Met hod one, the purchase of the solids and fat?
A. Yes. W purchase future contracts for solids,

powder, or cheese -- actually, powder and cheese, and
butterfat in the CME

Q And does Hood do any custom hedgi ng as descri bed
under the second tab?

A No.

Q Why not ?

A It's nore expensive to do that way. So | nean,
nmet hod one is the way we have elected to do it.

Q And di d Hood do any futures hedgi ng when the
hi gher-of was the fornula for the base Cass | skimprice?

A We did not.

Q Way not ?

A. Because you woul dn't know whi ch to hedge because
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you woul dn't know what the higher-of was going to be.

Q And do you personally nmanage these hedges?

A. No. | have nothing to do with hedging. |'mon
the sell-side, and really that's ny focus, and that's what
|"mreally here to tal k about.

Q So how do you know t hat Hood hedges its Lactaid

m | Kk?

A. Because | have tal ked to our team and found out
that we -- we do.
Q And you said on the -- you are on the sal es side.

So tell me, how does hedgi ng i npact what you are
doi ng on the sales side at Hood?

A. So | think the key thing to understand about ESL
business -- and -- and | think | didn't nention it, those
products are sold through grocery warehouses, so it's not
a DSD business. [It's --

Q Sorry. Wat does DSD stand for?

A DSD is what we do with HTST m|lk. W deliver it
directly to the stores.

Q And so it's direct store --

A Del ivery --

Q -- delivery?

A. -- yes. That's primarily how -- that's the
channel we use for HIST mlk. For ESL products, they are
con- -- what we'll call consuner products, so it's a very
different mndset. Those are distributed through --
primarily through grocery warehouses.

Q And just a quick rem nder, nmake sure to let ne
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finish ny question so we can keep the court record clear.
A. And 1'Il go sl ow
Q Thank you.
So you said ESL is a sonmewhat different sal es
avenue because it's not a direct store delivery, it goes
t hrough a war ehouse.
|s there anything else that's different about how
you sell or price the ESL products fromthe HTST?
A. Yeah. So with HTST, | know there's been testinony

on this, it's -- it's really a passthrough business. So
there's kind of a -- it's kind of universally accepted
that with, like, tw weeks' notice of a price change due

to the markets noving nonthly, those prices can be
i npl ement ed by your custoners.
Wth ESL products, consuner products going through
a war ehouse, you need to give nmuch nore notice of a price
change. So with -- | think currently 60 to 90 days'
notice of we're going to change your prices is required.
Q Ckay. And when you say --
A Dependi ng on the custoner.
Q Dependi ng on the custoner.
And do you utilize nore stable or set pricing for
your ESL products?
A. So with the ESL products, we utilize set pricing.
So ideally with a consunmer product, what you will do is
you will conme up with an annual plan of, you know, what
you expect your price to be. You'll devel op your

mar ket i ng pl an.
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So for -- for Lactaid we do a | ot of adverti sing.
We have an annual pronotion plan, and we kind of have the
target retails where we want to be. | nean, retailers set
the prices, but we have a general idea of where we want
t hose prices to be and where we want to be on pronotion,
which is a big part of the consunmer product.

Q And so after you do all of the internal business
wor k to devel op your annual plan, your targets, you know,
where your inputs fall in that, your marketing strategy,
then you relay or put out an offer to retailers for a --

A You - -

Q -- set price?

A. -- 1 mean -- so -- so -- | nean, that's really the
time to figure out if -- if you need to take an increase,
it's in advance of that -- that plan. W have had tines

where we have gone a couple of years w thout an increase.

So -- and -- and | didn't say it earlier, we also
have a coupl e of plant-based brands that we narket, and we
take a simlar approach with them So that's pretty nuch
standard for the ESL market, that the way ESL, both dairy
and non-dairy products, are narketed.

Q And for those ESL products, you said that in order
to raise the prices fromthe set price that -- that was
agreed upon, you need to have 60 to 90 days' notice, or
t her eabouts, of the retailers?

A O a price change, right. And sone retailers also
require you to provide a justification formfor the

change. So all retailers kind of treat things
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differently, but --
Q And this 60 to 90 days, has that historically been
t he amount of notice that you would have to give for a --
A You - -

Q -- price change?
A You know, it seens to ne --
THE COURT: |I'mjust going to ask you, M. Newell,

you have the perfect conversational style, but to nmake
sure the court reporter has finished her question before
she starts typing your answer, you actually need to count,
one, two, three, and then answer.

THE W TNESS: Thank you.

THE COURT: You're wel cone.

Wul d you ask agai n?

M5. VULIN.  Sure.
BY Ms. VULIN:

Q This 60 to 90 days' notice that you have to give
retailers for a price increase on your ESL products, has
that historically been the wi ndow that you woul d have to
gi ve that notice or has that changed over tine?

A It seens to ne that it's actually becone | onger.
| think when -- when | first got involved on the |license
brand side of the business in 2013, it was -- it was nore
of a 30-day notice. So it's -- it's gotten |onger.

Q And these price increases, are they al ways
one-to-one in the ESL market? So, for exanple, if you
have a $0. 15 price increase, do you typically see that the

retail er matches that and passes along a 15% [ si c]
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I ncrease to consuners, or do you see sonething different?
A. Yeah, no. So varies by retailer. But nost of
t hem have, you know, specific price points that they |ike.

So they like 3.99, or 4.49, you know, maybe sone of it

wth 4.29, but there -- | think there's certain price
points that -- that they go to automatically.
So you may -- you may have a $0. 20 change, but you

may go up $0.50 in the stores. So that's a reason why you
don't want to have frequent price changes, because it can
significantly inpact your retail.

Q And how does Hood's ability to hedge help it
manage or reduce these price changes to retailers and
ultimately consuners?

A. So, obviously the fewer changes you need, the
fewer the -- you know, the I ess the opportunity to see
your prices creep up.

Q And does hedging all ow you to nake fewer price
i ncreases?

A Yes, it does.

Q And so Hood has seen a tangi ble benefit fromits
ability nowthat it can hedge its ESL products?

A Yes.

Q And we have heard tal k about price volatility.

How does price volatility inmpact Hood's ability to
mar ket its ESL products according to its plans?

A. So | nean, historically we have -- for the reasons
| have tal ked about, we have not had a | ot of changes.

t hi nk hedgi ng gives us one nore tool to nmanage that.
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Pl ant - based products, typically you are
contracting for your primary ingredient for a |onger
period of tinme, so it's not a nonth-to-nonth volatility.
It mght be an annual contract. So having the ability to
hedge our dairy-based products kind of puts us on an even
playing field wth plant-based, whether it's our own or --
or a conpetitor's.

Q Ckay. So given that you see pl ant-based products
as a key conpetitor now of dairy mlk, having the ability
to hedge allows dairy mlk to gain sone nore conpetitive
f oot hol d agai nst pl ant-based products?

A. Well, | think, let's call it ESL specialty dairy.
Yes.

Q But that would be true for ESL specialty products?

A Yes, that would be true.

Q And how does having nore price stability inpact
Hood's ability to conpete in the international market?

And | will say, | ask this question because you
mention a specific exanple in your testinony that you had
of an experience in how price volatility inpacted Hood's
ability to maintain a specific contract.

Can you tell us about that?

A. Yeah. This was an ol d exanple fromwhen, but it
got ne thinking about the inportance of hedgi ng.

So we had a custoner in Asia who cane to us and
said, | have -- you know, | have got a couple of mmjor
coffee chains that | can serve, and you know, would |ike

you to supply it.
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So we started supplying themwth mlk, wth the
under standi ng that we nove with the nmarket, so we're going
to nmove nonthly. | think he sawmlk fromthe U S., at
that tinme, priced very favorably. So we -- we were very
transparent that we're going to nove.

He went out and signed, | think, annual contracts
with his coffee chains. And about four or five nonths
into our relationship -- this was 2013, 2014 -- we saw the
powder markets really start to nove upwards. And, you
know, in the end, | think he had to get an energency price
i ncrease with those custoners, and then the market
continued to nove up, and we ceased to do business. He
was under distress.

| think if we had had the ability to hedge and
had, you know, worked out a plan with him that business
coul d be retained today.

Q So -- and this price volatility nade it nore
difficult for Hood to conpete in the international market?
A. Yeah. Well, | just think, you know, that's our

exanpl e.

But broader picture for U S. dairy, | think having
the ability to hedge Class | will allow you to conpete
better in the international market.

Q And we have tal ked a | ot about Hood's hedgi ng of
its ESL products.

And you said Hood does not hedge its HIST yet,
correct?

A. Correct. That's correct.
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Q Wul d Hood ever want to or is there any
ci rcunstance in which you could see value in Hood's
ability to hedge its HIST product?

A. Yeah. So | could see value definitely on the

foodservi ce side where you have got custoners, coffee

2023

chains, for exanple, that have fixed nenu prices and would

want to lock in a price over a given period of tinme. So

think -- | think that has a | ot of val ue.
| think on the grocery side of the business, as

side earlier, we have a, you know, pretty established
system of noving price changes through. So, you know,
today being in this business for 40 years, ny mind s a
little slow getting away fromthe -- you know, the way
it's always been done. So | can't envision that, but |
think it could be a possibility.

Q It would take sone nore tine and educati on
t hough?

A. Yeah. And | know Jacob tal ked about a ten-year

timefrane. So, yeah, | -- and -- and definitely willing

partner. Yeah.

Q And you said that Hood did not hedge under the
hi gher-of fornula but -- but does hedge now under the
aver age-of, correct?

A Yes.

Q And do you know how long did it take Hood to begin

hedgi ng once the fornula changed? Do you have any rough

estimate there?

A. | really -- | don't. You know, maybe -- maybe a
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year. | guess | said | don't, and | gave you a rough

esti mat e.
Q So about -- you are now. So |ess than four years?
A Yeah.

Q Ckay. And you think that wth additional tine

there m ght be sone novenent there also on the HTST side?

A. Wo -- it's a possibility. And as | said,
foodservice seens to be nore -- nore of an opportunity.
Q Uh- huh.

And any final thoughts that you want to share on
price stability or how the inportance of hedging plays a
role in Hood's business?

A. So | guess | wanted to thank the USDA for the
opportunity to testify before you, and to consider, | want
to restate, we think hedging is inportant. W support
MG s Proposal 15. W think it will also help create sone

nore price stability for both processors and farnmers and

of fer roughly the sanme price as -- as Sally tal ked about
yesterday. So -- and then if -- if the USDA feels that
Proposal 14 is -- offers nore benefits, | just wanted to

state that we are in favor of that as well.

Q Thank you very nmuch for your tine.
M5. VULIN. Nothing further, your Honor.
THE COURT: M. Newell, I'mnow going to invite

guestions from anyone who mght |ike to ask you about your
testi nony.

Who would like to go first?
I1]
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CROSS- EXAM NATI ON

BY DR CRYAN:

Q Good norning, M. Newell.
A Good norning. How are you?
Q Very wel | .

"' m Roger Cryan wth the American Farm Bureau

Federation. W net a coupl e days ago.

of

A Yeah.
Q Thanks for comng out to testify.
Wul d you |like to see a Class | futures contract?
A. | think that could be very interesting, yeah.
Q Wuld that help -- would that help you regardl ess

what Class | formrmulas canme out of this proceedi ng?
A. " mnot an expert in -- in futures or hedgi ng, as
have said. So | nean, | think it's sonmething we woul d

|1 ke to | ook at.

Q Do you oppose the elimnation of Class | advanced
pricing?

A No. No.

Q You don't? Ckay.

A | think on the HIST side it's very well accepted,
so -- Cass | advanced pricing, so we know what the price
IS.

Q You support advanced pricing.

A Yes. Yes.

Q Ckay. | asked if you opposed elimnation

A. And | said | do not oppose the elimnation, right?

So that means | support advanced pricing.
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Q That nmeans you woul d support the elimnation?

A. Ckay. No. Thank you. Thank you for -- yes. W
support advanced pricing. W do not support the
el i m nati on of advanced pri ci ng.

THE COURT: Start again, because | don't know why

ESL is different fromthe other, and | totally m ssed the
subtl ety of your question, so --
BY DR CRYAN:

Q Do you oppose the Farm Bureau proposal to

el imnate advanced pricing of the Class |?

A. Yes, we do oppose it.
Q Why ?
A. Because the advanced pricing is very well accepted

on the HTST side of the business, which makes that market
function very orderly, because you and all your
conpetitors are kind of noving in conjunction.

Q In effect, the industry is used to it?

A Yes.

THE COURT: And then because he tal ked about ESL,
|'"d like to go back to that part of his testinony just so
| know what he said.

DR. CRYAN:. Pl ease ask hi m what ever question --
that was ny question with regard to Class I, but if you
have a question for him please.

THE COURT: Al right.

You were tal ki ng about how advanced pricing is
accepted in certain products, and then you went on to

describe how it mght be different with your ESL products.
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THE WTNESS: Well, | nean, with ESL under the
current situation and under the MG proposals, it's --
it's just fine hand-in-hand with HTST.
THE COURT: Hand-i n-hand?
THE W TNESS: Yeah.
THE COURT: Meani ng?
THE WTNESS: Meani ng they both work.
THE COURT: Al right. Thank you.
BY DR CRYAN:

Q Do you oppose the proposal to elimnate advanced
pricing for Cass Il skimmlk?

A W do. W do.

Q Wy ?

A And this is -- I'm-- this one | haven't given a
| ot of thought of, but, | nean, we -- we |ike to know what
our costs are before we change prices. It's good to have
certainty.

Q Ckay. GCkay. That's it.

DR. CRYAN. Thank you very much.
THE COURT: Thank you, Dr. Cryan.
M. Mltner?
CROSS- EXAM NATI ON
BY MR M LTNER:

Q Good norning, M. Newell.

A Good norni ng.

Q My nane is Ryan MIltner. | represent Select Mk
Producers.

In your testinmony on page 3 you -- you shared the
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Cass | utilization rate for Hood.
And am | correct that that is for Hood as an
entire organization?

A. That is for our nine fluid plants. So that does
not include -- and | didn't discuss it in ny testinony.
We have three culture plants and one ice creamplant. So
that is not included in that nunber.

Q Thank you

Has that utilization rate been pretty consi stent
over tinme in that 80, 87%range?

A. So | just asked for the utilization rate for 2022
when | put ny testinony together. Seens to ne our
business is fairly stable, so | think that's probably a
fairly good -- good nunber.

Q Great. Thank you.

Now, you nentioned, | think, when Ms. Vulin was
guestioni ng you, that your HIST business is nostly
passt hrough on pricing?

A Yes.

Q Can you just elaborate on that a little nore on
what you nean by "passthrough"?

A Passt hr ough?

Q Yes.

A So | nean, we -- we find out what our mlk cost is
going up, and we -- we increase by that amount to our
cust omer s.

Q And then the ESL business is not priced the sane

way ?
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A. The ESL busi ness we have, we offer nore of a fixed
price over an extended period of tine. So we -- we absorb
a lot of changes. |If we -- with hedging, we -- there's,

you know, |ess upside risk, so that we even have nore
surety being able to kind of maintain our price.

Q So for how I ong has Hood operated an ESL busi ness?

A. So | don't know when we -- Hood first got into the
ESL business. The -- in the late '90s we opened our
W nchester plant, and prior to that | know we had a pl ant
in Oneida. So | nean, we have been in the ESL business
for probably 40 years, |'m guessing, 30 -- 30 years.

Q And then are your -- your other ESL plants are
newer than the ones you just referenced?

A. Yes. Well, so -- so Sacranento, older plant, but
Hood repurposed it into an ESL-only facility. So when
t hey bought it fromCrystal, we had one ESL |line. Now
it's all ESL, and the fresh m | k business has all sold
of f.

Qur plant in Batavia, New York, was originally a
Muel | er Pepsi plant, and | think that their business
didn't fly, so DFA bought it. And then we bought it from
DFA and invested a |ot of noney into that plant. Yeah.

Q Were those acquisitions before 2019?

A. Those acquisitions were before 2019, certainly.
mean, we nmade investnents since then in plant
capabilities.

Q Now, before 2019, was Hood pricing its ESL

products on a passthrough basis or on nore of a flat price
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basi s?

A No. It was -- it was a nore of a flat -- flat
price basis.

Q You also testified that a portion of your Lactaid

busi ness i s hedged?

A Yes.
Q Is it a mpjority of it that is hedged?
A | can't speak to that, so |l -- | don't work on

that side of the business, so I'mreally here to talk
about the market side of the business.

Q Ckay. You also testified that of the two -- the
two hedgi ng opportunities or nethods, that Hood used the
first method exclusively purchasing futures contracts for
commodities; is that correct?

A Yes.

Q And | did not hear, does -- does Hood purchase
butterfat or butter contracts to hedge there?

A. What | was told was yes.

Q Ckay. Did they also informyou as to whether they
purchased powder for those hedges?

A Yeah, they -- yes. Yes.

Q Ckay. So butterfat -- or butter and powder and --

A. And class -- well, powder -- Class IlIl and IV

solids contracts.

Q Ckay. And is -- is that exclusively for that
portion of your Lactaid business?
A. That's the business that we're | ooking to hedge.
Q Does Hood use an outside consultant to help with
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its hedging or is it all handl ed in-house?

A. W -- we buy a lot of information. | can't say
that we -- so -- we -- yeah. W -- we contract with a
nunber of consultants, | wll say.

Q There was testinony earlier in the hearing froma
ri sk managenent consultant who offered her opinion that a
program coul d be devel oped to effectively hedge m |k costs
usi ng the higher-of.

Does Hood have an opinion on whether that is
f easi bl e?

A. | think our opinionis, you know, it -- it would
be very expensive to do because you woul d need to hedge,
you know, not a 50/50 hedge, but 100% hedge, and with the
uncertainty, it wouldn't be worthwhile.

Q Now, on page -- the top of page 5 of your
statenent you state, "l suspect that other processors are
interested in hedging, even if they have not begun doi ng
so yet."

| don't nean for this to sound flippant, but is
t hat based on anything other than your suspicion?
A Well, it could be based on, | think -- 1 think

| ots of conversations around hedging |leading up to this

hearing. | think we have all cone to realize it's a
val uabl e tool that really needs nore -- nore
consideration, so -- yes. So that | think that that was
the basis for that -- that comment.

Q Thanks.

You al so, in your statenment on that sanme page, you
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are describing this customer who was supplying a foreign
cof fee manufacturer or coffee distributor. |I'mcurious if
you know when the rel ati onshi p between that custoner and

Hood ended, if they replaced the mlk supply with foreign

mlk or --

A Yeah. So | -- 1 -- | think he was going to start
buying mlk fromAustralia. | don't know if that actually
happened or if he went out of business or -- or what.

But, yeah. It was -- it was a sad end to sonething that

started out with a |lot of prom se.
Q Sur e.

Do you -- do you -- do you know, because
personally don't, what the pricing of fluid m |k under the
Australian systemor others, how that conpares with ours?

A | do not. | do not. | -- | know that when he --
when cane to us, he said he could get fixed prices
el sewhere. And we told him well, that's not how we do
busi ness. So he took that risk.

Q Now, Proposal 15 that M G has offered, it would be
subject to periodic adjustnents of the add-on to the
aver age.

| s that your understanding as well?

A Yes. Yes.

Q Now, in 2007, there was another hearing, a |ot
like this, and Hood testified at that hearing.

And M. Latta then said that "Hood was opposed to
t he suggestion that any formula or portion of be subject

to automatic adjustnent or periodic updates.”
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| -- | assune that Hood's position has changed
si nce then?

A Yes. | don't -- | don't even know M. Latta, so
this is our position now.

Q Ckay. Hood's position then was al so that any
adj ust nents or updating nust be subject to the hearing
process. And | -- | don't believe that M G s proposal
woul d call for a hearing for those adjustnents.

| s Hood's position today different than it was in
2007 there as wel|?

A. | think that -- yeah. So we're -- we're endorsing
maybe a nore dynam c type of system

Q Now, M. Latta, when he was asked to explain why
Hood's position was such, he testified -- and this is for
t he purpose of our record, on page 2,422 of that
transcript -- he says, "What I'mtrying to explain is we
have mmj or custoners' accounts, institutional and at
retail, who would like to do things |ike using the futures
mar kets to hedge and things like that."

So, in 2007, your custoners were asking you about
hedgi ng. Do you have any information you can help us with
about how your custoners were able to hedge before, say,
2019 and now?

A | -- | do not.

Q Because one of the things that a nunber of
processors have said is that there really wasn't an
effective way for -- for Cass | participants to hedge

until they got rid of the higher-of, and M. Latta seened
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to indicate that was an interest about 12 years prior to
t hat .

A. | think it was an interest, he didn't say it was
bei ng done.

Q Ckay. That's fair. | think that's all of ny
guesti ons.

MR. M LTNER  Thank you.
THE W TNESS: Thank you
CROSS- EXAM NATI ON
BY Ms. HANCOCK

Q Good norning, M. Newell. Sonetinmes | forget if
we have been at |unch already or not been at |unch.

A. | have only been here two days, and | can
under st and.

Q | just want to maybe take you back a little bit
and see if you can tell ne about the evolution of Lactaid
after it was -- after it was initially a concept and very
i nnovative at the tine.

A. Yes. So Lactaid was originally a pill, and still
isapill. And it wuld allowyou to digest dairy, so --
ny understanding is in the '70s they came up wth the idea
of, well, why don't we just take the | actose out of the
mlk. And so they devel oped an enzyne that splits the
sugars into two sinple sugars in a carton of mlk. And
that was -- that was the start of it.

Oiginally they had it licensed to -- in exclusive
areas around the country. Hood was one of those

licensees. And then eventually, because of nergers and
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what not, Hood becane the national |icensee for Lactaid.
Q And -- and then when did it beconme a product that
was put into gallons or cartons and sold into the retail
mar ket s?
A. Ch, inthe "70s it started being sold in cartons.
Q And has it been on a continuous clinb since the
1970s?

A. So | amgoing to say that, | nean, yes, it's been
a gromh area. | think it's really kind of picked up
steam over the last 20 years, maybe, you know. | think

consuners are always |ooking for sonething different.
Wth Lactaid, they find a product that really works for
themif they have a dairy sensitivity.

Q Ckay.

A. So it's a product they have a lot of trust in.

Q And so when you say it's really picked up over the
| ast 20 years or so, has that been at a tine that
correlates to kind of when consuners are becom ng nore
aware of allergens and dietary reactions to the foods that
t hey consune?

A | woul d agree, yes.

Q And -- and also at a tinme when consuners' buying
power has increased significantly; is that fair?

A. Buyi ng power in ternms of their ability to --
guess, you tell me what kind of buying power neans.

Q What | nean is consuners in the |ast 20 years have
had nore financial ability to pay prem umpricing for

things |i ke Lactaid or other consunmer goods that match up
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w th whatever kind of dietary issues that they --

A. | nmean, | think in the grocery industry, yes, we
have seen that trend certainly.

Q And those are drivers that have hel ped benefit the
sal es and success of Lactaid?

A | would say that hasn't -- definitely hasn't hurt.
| think we have al so spent -- we have done a | ot of
advertising, too, to, you know, pronote the advantages of
t he Lactai d brand.

Q And that advertising has resulted in a success in
the growth of the product as well?

A Yes. Yes.

Q And you said over the last 20 years is when it
really took off.

In the | ast 20 years, has that been on kind of a
straight line trajectory of success or have there been any
st andout periods of tine where it has really grown?

A. | nmean, | think it's been pretty steady. And it
it's -- it's -- we have -- we have, you know, had a few
years where maybe we didn't, where we saw, you know, very
small growth but -- or flatness. But, | nean, it's --
it's been pretty steady.

Q And t hroughout that -- that 20 years, have you
sold the product to your custoners and into the retail
outlets in the sanme manner that you descri be today,

t hrough those contracts with your retailers?
A. Wll, with kind of that annual plan nentality,

yes.
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Q Ckay. And you give your custoners -- over the
| ast 20 years, it's been consistent that you give them
t hat annual contract --

A. Well, it's not -- | don't want to say it's a
contract. W -- it's our own plan that we devel oped. And
part of that we have pronotions, you know, throughout the
year wWith our retailers to incent consuners to try the
product |ine.

Q Ckay. And so you don't fix your price over the --
over the year with your retail outlets --

A. W don't -- we don't, no. W don't have a fixed
price contract with the retailers. No.

Q And | think in --

A. We have a price list that we try to keep
consi stent.

Q And if, for sone reason, your input costs go up
that gives you the flexibility to try and pass those costs
on to your customners?

A. Yeah. Like | said, we really try to avoid that
because it's very disruptive to our pronotion plan.

Q Yeah.

A But, yes. But, yes, we certainly can take a price
increase if we have to.

Q Ckay. And | think you described earlier that
oftentinmes that will require, fromyour retailers, sone
expl anation and verification that there's really sonething
behind it driving that price increase?

A. Yes -- sone retailers require a justification.
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And, you know, mlk cost is a big input cost. But
certainly as we all know, as businesspeople, there's a | ot
of other input costs, too, that inpact your cost of --
your product cost.

Q And if your retail -- or I"'msorry -- if your cost
of mlk is increasing, and that's what's driving the
increase in retail costs, oftentinmes that'll mean your
conpetitor's cost of mlk is increasing as well?

A. Yes, that's true. But, | nean, if we're conpeting
wi th ot her products, plant-based products or whatnot, then
it's -- they've got nore steady input costs.

Q And t hroughout your career at Hood, you have
al ways been in the sales side of the business?

A. At Hood, yes.

Q And you have not -- | think you said that you
don't -- you don't do the risk managenent yourself?

A. | don't. Yes. Not risk nmanagenent, not mlk
procurement. Yeah. No, I'mstrictly -- strictly sal es.
And, you know, |I'mresponsible for the industry relations
in California.

Q And to the extent that you have testified today
about risk managenent, that was just asking one-off

guesti ons about specific elenents of risk nanagenent --

A. Yeah. | spoke to our team | spoke to our
pricing team | spoke to our -- our production accounting
people. So together, the information that | included in

t he testinony.

Q Ckay. And I'msorry if I"mgoing to cover
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sonet hi ng you already have, but | just want to make sure
|"mclear on this.

Today, to the extent that you are utilizing risk

managenent tools, it has -- it requires that you purchase
Class Ill contracts, Cass |V contracts, butter contracts,
and - -

A Yes.

Q -- other products that you m ght need to nmake sure
t hat --

A. Well, not -- not other products. | think those

are the three that | referred to in ny testinony.

Q And do you use any kind of swaps or OIC products?
A Not that |'m aware of.

Q Ckay. Did you ask that question?

A. | did not ask that question.

Q So --

A. But -- but that was not offered up. It was

futures that was di scussed, so...

Q Ckay. And futures neaning to -- to -- the ones
that we just discussed?

A Yes.

Q And -- but you didn't ask specifically if there
was swaps or OTC products that had been used by Hood,
either currently or previously?

A No.

Q And do you know what Hood -- whether Hood used any
ki nd of swaps or OTC products prior to 2019?

A. | was told we did not hedge Cass | prior to 2019.
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Q But simlar to not asking about swaps and OIC, you
didn't ask about those for prior either?

A. | did not. But | was told -- yeah. So -- but |
was told we did not hedge Class | prior to 2019. So |
think that kind of covers the swaps or OIC, because |
think that would fall under hedgi ng.

Q What percentage of your ESL is hedged every year?

A | don't know that information.

Q Do you know if it's nore than hal f?

A | don't know that.

Q Do you know if it's 5%

A | don't know.

Q Okay. And | --

A Yeah, I'm-- I'"'m-- so -- right? So | do not work

on that side of the business.
Q And I'mjust trying to whittle you down to just
make sure we that have all of our bases cover ed.

You don't know if it is 1% or sonething above

t hat ?
A | don't know.
Q Okay. And do you know how nmuch of the success of

Hood' s busi ness has been attributed to its ability to

hedge its m |k products?

A. | think it's -- it's inportant for us, as far as
mai nt ai ni ng consistent pricing. | can't -- yeah. | -- |
can't put a percentage on that. | nean, our conpany does
alot of -- alot of things right.
Q Ckay.
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A. Yeah. | nean, and we have nade a | ot of
investnents in ESL capacity and buil ding our brands, and
so |l think it all factors in.

Q Ckay. So it's fair to say that it is a useful
tool to Hood, but you cannot quantify in a financial way
if it has offered a financial benefit to Hood?

A | cannot.

Q kay. And you don't know if it's driven sales
vol unmes for any of Hood's products then, either?

A No.

Q No, you don't know?

A. No, | do not knowif it's driven sales. Wll, |
think it contributes to flat pricing, but | can't -- |

can't put a nunber on that.

2023

Q And you don't know if your custoners, if they were

not given flat pricing, whether they would change their

buyi ng habits, do you?

A. Well, | think if -- soif -- as | testified, they

require 60 days' notice, 90 days' notice. So it would

be -- if we were to change prices, as we do with HTST, it

woul d not be possi bl e.
Q And you don't hedge that product anyway, right?
A. Ri ght. Right.
Q And do you know what the costs are that are
related to the hedging that Hood does?
A | do not.
Q What ever those costs are, that's built into your

profit margins?
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A. That -- it would be part of our cost of doing
busi ness, yes.

Q Ckay. Deducted out, it would essentially reduce
t he mar gi ns?

A Yes.

Q On page 4 of your testinony in Exhibit 270, at the
very top of the page, you provide a definition of hedging
there, or an answer to a question you pose in your
testi nony about what is hedging.

A Uh- huh.

Q And then you say, "Hedging is the use of a risk
managenent tool to achieve a predictable price and reduce
the upside price risk."

Do you see that?

A Yes.

Q |s there a -- does Hood profit if -- with a
downsi de price novenent ?

A. So if prices go down and we're flat priced,
certainly our margin gets better. |[|f prices nove up, our

margin i s reduced, yes. So..

Q Do you have any nechanisns in order to make sure
that you can reap the benefits of the downward but not
nmovi ng upward? |Is that the hedging tools that you use?

A. Hedgi ng you are -- you're -- really w th hedging,
you -- you're giving up sone of that downside risk to nmake
sure you're, you know, having a steady price.

Q Ckay. And that's what Hood does now with its

current hedging practices?

TALTY COURT REPORTERS, INC. 5932
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A. Wth a -- yes. Wth a portion of the mlk that it
buys.

Q And if | go down to your third purpose of hedging
t hat you have there, you say, "The key thing to understand
about hedging is that it's not about making a higher
return.”

Do you see that?

A Yes.

Q Are you tal king about a higher return to Hood in
that instance? That this isn't a way that Hood is trying

to drive a higher return?

A. It's -- it's -- right. It's not -- it's not
about -- it's not about trying to beat the market. |It's
trying -- it's about trying to lock in a cost.

Q kay. And --

A Sol -- and | -- | heard a dairy farnmer testify

early on about using hedging and saying, but it was
costing nore than it was saving ne, so | stopped.
| nean, there's always a -- kind of a buyer's

renorse thing when you -- when you look to -- to hedge --
you know, an energy hedge or sonething el se, when the
mar ket doesn't nove up, it noves down, and you end up
| eaving noney on the table. So that's kind of what |
was -- was referring to here.

Q Kind of |ike when you buy an insurance policy, if
you never have to use it, it's just sone noney --

A. W all feel that way sonetines, but when we need

it, we're really glad we have it. Yes.
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Q And so |'mjust curious, though, do you think that
t he purpose of the Federal Order systemis -- is to nmake
sure that -- that Hood and others |ike Hood have the
ability to insulate its risks by using a hedging progranf

A | think that if that hel ps us grow the market, |
think that's a positive for -- for dairy farnmers and
processors alike. So | -- | think that that's one of the

goals. And so | would say that that's inportant.
Q And you haven't presented any evidence of your
hedgi ng practices actually grow ng your narket, have you?
A Have not. No.
Q Ckay. And you woul dn't suggest that having a
systemin place to all ow manufacturers the ability to
hedge to insulate those manufacturers fromprice risks
shoul d cone at the expense of dairy farnmers and the mlk
prices that they receive for that m |l k?
A. l"'m-- no, |I'mnot suggesting that.
Q Ckay. That's all | have.
M5. HANCOCK: Thank you so nmuch for your tinme.
THE WTNESS: Thank you
THE COURT: Thank you, Ms. Hancock.
Who will go next?
CROSS- EXAM NATI ON
BY DR BQZI C

Q Marin Bozic for Edge Dairy Farnmer Cooperative.
M ke, good norni ng.

A Good nor ni ng.

Q Rel ati ng hedging and ability to hedge to sal es,

TALTY COURT REPORTERS, INC. 5934
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in ESL manufacturing. So I think that's kind of key to
i nnovat i on.

Q | asked a few other witnesses over the |ast few
days, we seemto have a trend of fewer and fewer HTST
plants and a | arger nunber of ESL plants.

Does that correspond to how you see the industry
as well?

A. | don't see a | ot of new HIST plants being built.

| do see new ESL plants being built. So |I guess | would

concur .
Q Ckay. What is driving that?
A | -- I -- 1 nmean, | think part of it is HIST

pl ants, you have got nergers and consolidations, so you
need a bigger plant to get nore efficient, so | think
that's why you are seeing fewer plants. HIST mlk has
been on the decline; ESL has been a growmh path. So

that's certainly driving it.

TRANSCRI PT OF PROCEEDI NGS Sept ember 28, 2023
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would it be fair to say that if you lose the ability to
hedge, it would have a harder tine justifying any future
i nvestnents in ESL capacity?
A | think it helps make -- yes. | think it helps
make investnents in -- in ESL capacity.
Q And with nore investnents neans nore product,
neans nore sales, right?
A. | think it also -- you know, not for Hood, but for
the industry in general, | know there's a | ot of interest

Q And why has ESL been on the growh path while HTST

has been on decline? What explains their relative
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per f or mance?

A. | think you see -- you see consuners | ooking for

nore -- nore val ue-added. W have seen the market

segnent, over the last 20 years, a lot of organic m

Ik is

sold as ESL, not as HIST, so | think there's just nore

offerings. And a lot of that product is distributed

t hrough grocery warehouses, which are nore efficient to

di stribute that way.

Q So then, in general, would it be fair to say that

if we want to reinvigorate Cass I, we should consider

what we can do to nake business easier for processors that

Wi sh to pursue ESL?
A | think that's a fair discussion for sure.
DR. BQZIC. Thank you very much, M ke.
THE COURT: Thank you, Dr. Bozic.
Ch, you think the I ad needs a bit of water?
Are there any other questions before | ask
Agricul tural Marketing Service?
Seei ng none, Agricultural Marketing Service,
may questi on.
CROSS- EXAM NATI ON
BY M5, TAYLOR
Q Good nor ni ng.
A. Good nor ni ng.
Q Thanks for comng to testify today.
A. Thank you.
Q So ny first question is for Hood: How many

enpl oyees in total does Hood have?

TALTY COURT REPORTERS, INC.
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A. So we have, | think, alittle over 3,000

enpl oyees.

said you had that -- your non-fluid plants?
A Ch, yes. Yeah. No, that's total -- total

conpanyw de.
production was nore than HTST production?
A. Yes. Cass |, yes.

Q Yes.
Besi des Lactaid, what other ESL products --

processors to hedge.

specifically. So --

Q Ckay. And that includes your other two plants you

Q Ckay. You nention that out of -- that your ESL

A. We do sone export mlk. W do half and half. W
do sone foodservice ESL product.

Q But Lactaid is a majority of your ESL?

A. Lactaid would be the majority of our Class | ESL.

Q | want to turn to page 4 of your testinony, and
your fourth point you were trying to make is that it's
possi ble -- discussing it's possible for producers and

And your testinony has been about C ass | hedging

A Yes.

Q -- I"'mwondering if you could describe if -- and
if so, how -- does Cass | hedging benefit producers?

A. So | would say it -- it benefits producers in that
it helps us grow our market and sell nore Cass | mlk
over time. So | think that's a benefit to producers.

Q So | did want to ask you about that as well, since

r TALTY COURT REPORTERS, INC.
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you are a sal esperson as you descri be yourself.

s -- since Hood has begun using sone hedgi ng on
ESL, what have you seen happening with your sales of those
G ass | products?

A So, | nean, Lactaid's business is up. |It's grown.
| can't really speak to our HTST products that we're not
hedgi ng.

Q | "' m curious about what you are hedgi ng.

A Yeah. Yeah. So that's -- that's it. Yes. So --
but Lactaid's up since we have. | would not point to

hedgi ng being the driver of that, but in that it hel ps us

execute our plan, | guess it's certainly a contributing
factor.
Q So what would you think is driving your increase?

If it's not hedging, your ability to hedge your increased
sales --
A. Yeah, well, | nean, it's --
(Court Reporter clarification.)
BY MS. TAYLOR
Q | f hedging is not what you think is driving the

i ncrease in your Lactaid sales, what would you attribute

it to?

A. | think it's the popularity of the brand. It's
the marketing we put behind it. [It's our production
capabilities | think also -- also help. | nean, | think a

| ot of things go into the success of the brand.

Q And there's been discussion -- and | think you
touched on it in your testinony, too -- how, you know, it
TALTY COURT REPORTERS, INC. 5938
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takes tinme for people to |learn how to use these hedgi ng
tools, and so it's only been five years.
So have you -- has Hood steadily increased your
use of those tools since the change in 20197
A | nmean, | think we've started to use them |
t hi nk, you know, honestly probably just scratching the
surface of what's possible.

And | nentioned the foodservice opportunity.

2023

tal ked to our director of foodservice about the ability to

hedge Class I, and he said, well, | didn't know we
could -- we could do that.
So | think that -- | think -- and Sally touched on

this yesterday -- COVID kind of reeked havoc and made us

focus on certain things. Now we have the supply chain

i ssues that followed that. And so we have had a nunber of

things going on. W're starting to get back to business

as usual .
| think this whole process certainly hel ps us
beconme nore focused on the opportunity we have.
Q It's like you're reading ny m nd.

Because ny next question was: You have a

statenent at the bottom of page 4 tal king just about that,

t he pandenmi c that happened, etcetera, that slowed the
adoption of risk managenent by the change, so | was j ust

asking you to expand on that.

And | guess |'mcurious then, does that nean even

Hood maybe didn't quite utilize it as nuch during that

time?
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A Yeah. | don't -- | don't think we realized the
opportunity we have.

Q On page 5, in the mddle, before your listed
nunber 1 and nunber 2, your sentence says -- and you are
t al ki ng about going back to the higher-of: "Such a change
woul d hurt Cass | processors, it would hurt custoners,
and it would hurt consuners.”

And | just wanted you to expand on how such a
change, in your opinion, would hurt each of those three
sectors.

A. Yeah. So | think just the added price volatility
involved in that and losing the ability to hedge woul d
certainly -- | nmean, it wuld inpact us. It would -- it

woul d hurt our custoners because they woul d see nore price

swi ngs and consumers would -- would end up paying nore for
products.
Q Do you see your Lactaid mlk as nore price elastic

then than HTST mlk if, you know, an increase in price
woul d i npact its sal es?

A Interesting question. | -- | think that being a
hi gher-priced product, | think that, you know, there is a
threshold up there that we could get to that could, yeah
make it nore elastic.

Q But you haven't reached that point yet? | ask --
"1l give you a little context.

A Yes.

Q W have had -- |'msure you have not tuned in for

five and a half weeks to listen to this hearing.
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So we have had testinony in previous weeks about,
you know, price mght not be driving changi ng consuner
habits when it conmes to m |k products. There's other
t hi ngs that inpact those deci sions.

And so when we're tal king about, particularly, you
know, your ESL price, and you are tal king about providing
pricing -- nore price -- stable prices for those products.

A Yes.

Q And so that's why | ask that question is, do you
think it would hurt your sal es?

A. Yeah. | -- 1 nean, it -- we have a | ot of
loyalty, so | think, you know, that certainly argues that
maybe it's -- it's inelastic.

But | think there cones a point where people | ook

for private | abel alternatives or |ook to plant-base or

| ook to sonething else. So, | nean, there's a risk there.
Q So there is a -- at sone point thereis alimt?
A. Yes. Absolutely. | think with -- with fluid

mlk, | mean, just HTST m |k, you see prices nove nonthly,

SO consuners are used to seeing sone volatility there.
But I think that, you know, when you have a big sw ng
upward, it definitely inpacts vol une.

Q Ckay. And then your next sentence tal ks about the
change woul d mean Cl ass | processors cannot effectively
utilize one of the two options. And | just wanted you to
expand on the phrase "effectively utilize."

I n your opinion, what does that nean? What would

be i npact ed?
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A. Yeah, | think it means that it's -- it wuld --
it's expensive. So it's -- it's -- maybe effectively
utilized. | think it's just -- it's too -- too -- it's
too -- too -- it's too expensive to have to hedge under
that -- under the higher-of scenario.

Q And when you say "expensive," | just want to nake
sure the record's clear, that's --

A. Because you are uncertain about what -- you know,
what contract to buy, so --

Q So there's risk that you'd buy the wong one?

A Yes.

Q Ckay. On the next page you nention, "Retailers
will often" -- "often wll margin up.”

Can you provide a definition for that?

A. It -- it -- that would be that they take a price
I ncrease beyond the price increase that you have given
them and probably beyond maintaining their margin. So if
you, you know, have a $0.20 increase and the price goes up
$0.50 at retail, that would be margining up.

Q So maybe they don't abide by the math rul es of how
to round and they --

A. They --

Q -- always round up?

A. They -- they set the price, and they ook to price

poi nt s.
Q Yeah.
Since you have started hedgi ng your ESL products,
can you talk a little bit on -- and | don't want any --

TALTY COURT REPORTERS, INC. 5942
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"' mnot asking for any confidential information -- but big
pi cture, how have your prices to your custonmers -- you
know, how has that changed since you have had the ability
t o hedge?
A | think our prices have been -- been stable.
Aside from 2022, we have had to take increases, but
everything was going up. So we had all sorts of
materials, inputs, energy. So, yeah, it was unavoi dabl e.
Q And there --

A And -- and -- and across the board, kind of on
all -- all products.

Q And so were you able to provide nore stability
since hedging, or is it just they -- both tinme periods

have been stabl e, but hedgi ng gave you an extra benefit?

A | think definitely gives us an extra benefit,
yeabh.
Q So has your pricing strategy changed since you

have begun hedgi ng?

A. No, it has not -- it has not changed. | nean, we
have never wanted to have a lot of volatility in -- in our
ESL product prices because it's really -- stable prices

are inportant to the plan.

Q Ckay. And | just want to kind of circle the | oop

t hen.

When you are tal king about providing nore stable
prices, hedging allows you to do that. And is -- | think
what -- if | want to draw the circle on the margin up,

that's because then you are not passing nore volatile
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i ncreases on to your custonmers --
A. Right. You're --

Q -- where you're nore likely --
A You're --
Q -- to margin up?
A Yes.
THE COURT: | wonder if we got that whol e question

in clearly before the "yes"?
THE W TNESS: Sorry.
THE COURT: Not clearly. So I'msorry, that was a
really good, long sentence. Can you do it again?
M5. TAYLOR  Sure.
BY MS. TAYLOR
Q Cenerally, | think what | was trying to ask was --
if I remenber correctly -- was that the hedgi ng has
enabl ed you to provide nore stable prices to your
customers so that they are not inclined to margin up nore
of ten?
A That is correct.
Q And | hope | made that even a little shorter now
that | had an extra mnute to think about it. Thank you.
And that gets to your point down bel ow on the next
paragraph at the end, that the Proposal 15 woul d provide a
nore stable pricing system
And that's kind of what you are tal king about
t here?
A. That, and | think we also tal ked yesterday, Sally
tal ked about the -- howwith the MG proposal, you would
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see a little less volatility in the price nover.

Q Ckay.

A. So | was referring to both of those things.

Q So we have had a few -- a nunber of entities talk
about -- Class | processors tal k about their use of

hedgi ng, and sone are using it, sone aren't, sone are in
its infancy. And, you know, the Secretary's being asked
to seek a change in the nover to -- fromsone parties, to
assist in that hedging activity.

Hedgi ng's not part of the authorizing |egislation
for Federal Orders, and | won't regurgitate all of that to
you, but those words aren't in there.

A Yeah.

Q And so a big picture question is, you know, how
much -- you know, in your opinion, how nuch should the
Secretary view hedging as -- or what percentage of hedgi ng
shoul d be done in the narket for the Secretary to see it
as inportant to the industry?

Because it's, you know, what seens to be tal ked
about here is it's available, but it's not very well used

right now. So at what point --

A. Ri ght .

Q -- is it kind of --

A. Well, yeah --

Q -- reach that threshol d?

A. Yeah, | think Jacob gave a really good response
earlier, that it -- it takes tinme for these tools to be
adopted. So | think we're kind of in -- in -- in the
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2023

i nfancy here. But | would expect it to -- the pace to
pi ck up over the next three to five years.

Q |s that the plans for HP Hood?

A. | think that we'll be doing nore, yes.

Q And one | ast question

As MG s proposal has a rolling adjuster that

a flat adjuster on sone annual basis. Oobviously you
support the rolling one.

But ny question is, does that play a role in --

basis risk changes every nonth, or no?

M5. TAYLOR: That's it from AMS
THE W TNESS: Thank you
THE COURT: | love the sophistication of the
W t nesses, they know where not to go.
M5. VULIN: Just sone very short follow up
REDI RECT EXAM NATI ON
BY MS. VULIN:
Q So we have had sonme questions about trying to
gquantify or neasure the inpact that hedgi ng has had on
ei ther the success of Lactaid, the sales, the price

stability, so | just want to follow up on that.

A. You know, honestly, not ny |evel of expertise, so
| -- I"'mnot going to -- not going to give an opinion.

Q Ckay.

A. Thank you.

Q Thank you so much

adj usts every nonth, and there's other proposals that have

in

how wel | you can utilize hedging tools, the fact that that
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| believe you testified earlier, | can't renenber
if it was here or in your testinony, that having hedgi ng
reduced the frequency with which you had to take -- or
request price increases fromretailers.

s that right?

A Well, it certainly hel ps, yes.

Q Are those easy conversations on the ESL front? |Is
it |ike HTST where you, you know, send off a quick e-nail
that your price is going up, have a nice day?

A. So, no. | talked about the 60- to 90-day noti ce.
Sone custoners require cost justification forns. Yeah.
No, it's not -- those -- it's -- it's not -- not pleasant.

Q Ckay. So it's quite difficult froma sal es

perspective, when you have to be asking for those price

i ncreases?
A. It's our job, though.
Q And then you nention also on page 5 that -- that

hedgi ng hel ps you execute your annual marketing and trade
pronotional plans for Lactaid?
A Yes.
Q And you said that the marketing is a huge part of
Lact ai d success.
So can you tell us just alittle bit about how

hedgi ng hel ps you execute those --

A Vell, | nmean --
Q -- those successful nmarketing plans?
A. So in that it -- it -- advertising is kind of

separate. W invest a lot in advertising the Lactaid
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brand. So as far as pronotions go, if you have to take a
price increase and you have your pronotion plan in place,
you're not going to get to the price point that you wanted
to get to. So it kind of shifts your whole plan. Yeah.
It's -- it just nmakes -- makes things difficult.

Q So in addition to hedging, reducing the frequency
wi th which you have to ask for price increases, and
supporting the stability of the price, it also helps

support your ability to execute inportant pronotiona

pl ans?
A Yes.
Q Ckay.

M5. VULIN. Thank you. Nothing further.

THE COURT: Thank you.

Are there any other questions before we deal with
admtting the exhibit?

| see none.

M5. VULIN. [I'd ask that Exhibit 270 be adm tted
into evidence, please.

THE COURT: |Is there any objection?

There is none. Exhibit 270 is admtted into
evi dence.

(Exhi bit Nunmber 270 was received into

evi dence.)

M5. VULIN. So just a -- before |lunch, afterwards
we intend to call Chuck Turner, and then Ti m Doel man, j ust
so everyone has a heads- up.

THE COURT: Thank you.
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M. Newell, thank you very much. [It's a pleasure.

Al right. Let's take a lunch break. W normally

take an hour -- ah, but let's find out about the other
W tnesses that we may hear from and then we'll take our
br eak.

MR. ROSENBAUM Your Honor, if we nake it there,

M ke Brown will be the next witness after the two MG
W t nesses.

THE COURT: Very good. So you did fight it out in
the hall. And Dr. Bozic is saved for -- well, we don't
know.

MR, ROSENBAUM If you |look at me and M. Bozic, |
don't think you would conclude there actually was a
fistfight, since | have gone first.

THE COURT: Al right. 1It's 12:11. Pl ease be
back and ready to go at 1:11. That's 1:11.

Thank you.
(Wher eupon, luncheon recess took pl ace.)
---000---
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THURSDAY, SEPTEMBER 28, 2023 - - AFTERNOON SESSI ON

THE COURT: Let's go back on record.

W' re back on record. It's 1:13.

MS. VULIN. The MIk -- this is Ashley Vulin with
the MI Kk Innovation Goup. W would call next to the
stand Chuck Turner, please.

THE COURT: M. Turner, | would like you to state
and spell your nane.

THE W TNESS: Chuck Turner, GH U CK
T-U R NER

THE COURT: Have you previously testified in this
pr oceedi ng?

THE WTNESS: | have not.

THE COURT: |'mgoing to swear you in.

CHUCK TURNER

Being first duly sworn, was exam ned and

testified as foll ows:

THE COURT: Thank you.

Ms. Wulin, you nmay proceed.

DI RECT EXAM NATI ON
BY MS. VULIN:
Q Good afternoon, M. Turner

A. Good afternoon.
Q Can you pl ease state your business address for the
record?

A. Yes. 1049 Jefferson Road, Pittsburgh,
Pennsyl vani a, 15235.

| hope the questions don't get harder.
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Q They won't.
And you have before you a docunent entitled
M G Tur ner - 12.
Do you see that?
A | do.
Q And is this docunent your witten testinony for

this hearing?

A. It is.
MS. VULIN And |I'd ask that that be marked
Exhi bit 271.

THE COURT: That shall be done.
(Exhi bit Nunber 271 was marked for
i dentification.)
BY MS. VULIN:
Q And then you also have in front of you a docunent
entitled MG Turner-12A.
Do you see that?
A Yes.
Q And is that a copy of the PowerPoint you are
presenting today?
A It is.
M5. VULIN:. And I'd ask that that be nmarked
Exhi bit 272.
THE COURT: That shall be done.
(Exhi bit Nunber 272 was marked for
i dentification.)
BY MS. VULIN:
Q Thanks, M. Turner.
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Wiy don't you, if you could, please, pull up your
Power Poi nt, and we'll just go to the first -- the second
slide. Geat.

So just to start, how did you get into the dairy
i ndustry, M. Turner?

A. It's a fam |y business, so | was born into it.
Grew up doing farmwork with ny father and ny grandfather
fromabout the tinme | was age eight. And fromthe tine |
got into high school, and especially after | could drive,
| worked in our plant -- our bottling plant.

Q And you said your famly had a bottling plant and
a farmor --

A. Yeah. W were into pretty diversified farm ng as
| was grow ng up, and over the years that kind of narrowed
into only dairy processing.

Q And what's your education post-high school ?

A. | got a BSin food science fromPenn State, and an
MBA fromthe Katz School of Business at the University of
Pi tt sbur gh.

Q And can you tell us, what did you do after you
graduated from-- with your MBA?

A Actually, after | graduated with ny degree in food
science, | canme back to work at the conpany as our quality
assurance manager, and essentially in the end of the 1980s
| established our first QA departnent in our mlk [ ab and
sone of the standards that we have in place, you know,
still today.

And then fromthere progressed through into
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managenent of our plant. And then went back for ny MBA

and got nore into executive managenent. And | have been

president of our famly business for the [ast 20 years.
Q And tell us alittle bit about the products that

Tur ner processes.

A kay. So we're a fluid mlk plant. In -- well,
we're a fluid mlk business. W actually have two -- two
plants, and | guess we'll get to that in a bit.

But at -- everything is fresh fluid mlk. So, you

know, skimthrough whole mlk, fresh creans, butter --
cultured products like buttermlk. W also do sone
non-dairy beverages, ice tea, and orange juice, and apple
juice, things like that.

Q Thank you.

And is Turner a small business as defined by the

SBA?
A Yes.
Q How many enpl oyees does Turner have?

A About 220.

Q And how many -- you said Turner has two fluid mlk
di stributing plants?

A Yes. In 2017, we bought a conpetitor's plant
that's actually in the city of Pittsburgh, so we -- we use
that for culture, like the butterm |k, and sone of our
smaller itens we nake in that plant.

Q And where is the other plant?

A. Ckay. So our main plant, the plant | grew up
wth, is in Penn HIlls, Penns- -- it's an eastern suburb
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of Pittsburgh.
Q G eat.
And that's where you manufacture nost of the fluid

m | k products?

A Correct. That's what you will see pictures of in
a bit.
Q And are those -- what orders are those plants

pool ed under?

A. Both plants are in Allegheny County, Pennsylvani a,
and requl ated by Federal Order 33.

Q And is pooling sonething you work with within the
busi ness?

A. Yeah. So ny -- ny sister does the producer
payroll. W just actually put in a new systemto nmanage
it. And then we have a gentleman that does the
accounting, and does our nonthly mlk reporting, and that
sort of thing. And | -- and he works for nme, too.

Q And you said it's a fam |y business, and you
started worki ng when you were grow ng up.

When -- when did your famly start in the
busi ness?

A My grandfather started the business in 1930. And
actually, he left his father -- his father had a -- was in
the dairy business in Pittsburgh, and he actually left his
father's business to start his own in the -- out in the
country, what was the country then. And so he started
with four cows and an old car in 1930.

Q And tell me alittle bit about your m |k supply.
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A. Qur mlk supply is what we -- was referred to
earlier today as direct shippers. W call them
i ndependent famly farns. And it's -- it's about three
dozen farns. Al but two of themare east of Pittsburgh,
in the counties just east of Allegheny County, wthin
about 70 mles of our plant. There are two that are in
Chio that are near a plant that we bal ance with, and their
mlk primarily goes to that bal ancing pl ant.

We have long-termrel ationships with these -- with
these farnmers. They remind -- the gentleman that spoke
this nmorning remnds ne of a lot of those folks.

They -- so we have long-termrel ati onships. W
have farners, farmfamlies that have been shipping to our
conpany for longer than | have been alive. And, you know,
| "' m bl essed to know three generations of their famly
active on their farm and they know t hree generations of
our famly running the processing business.

Q Do you know, are any of those suppliers snal
busi nesses?

A | would be surprised if they are not all snal
busi nesses. They are -- there nay be one or two that
aren't.

Q Thank you.

And tell us alittle bit about the products we see
her e.

A Ckay. So what you have is -- the bookends are two
jugs of white mlk. The one on the left is a quart of

whole mlk; the jug on the right is a jug of 2% m | k.
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Everything that we nmake, or pretty nearly everything we
make, is in our own brands. W don't do any private
| abel .

In the mddle are -- is a flavored mlk. W have
a very successful flavored m |k program

And then in the mddle is a relatively new product
for us, is a fresh lactose free. So it's a 2%
| actose-free fresh, wth a 21-day code.

Q And if we could go to the next slide, please.

Tell us what we see here, please.

A So that's -- that's an overhead shot of the
bottling roomin our plant in Penn HIlls. So what you
will see is there's three rotary fillers for plastic jugs.

Over on the right, far right, is a half-pint -- a
four-lane, half-pint paper filler.

Up alittle bit and ahead of that is a paper quart
filler.

And buried in thereis a -- is a -- is a dispenser
filler that fills bag and box.

So those six, that -- we fill -- everything we
make on those six filling lines. In addition, we can do
sonme bul k totes.

Q Thank you.

And t he next slide.

A This is an aerial shot of our plant in Penn Hills.
It doesn't have the parking lots with the trucks, but that
kind of gives you an idea of the -- you know, the

di fferent rooftops and how the plant's expanded over
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90 years.
Q | understand that Turner offers kind of specialty
products throughout the year.

Can you tell us -- I know you have an exanpl e
here. Can you tell us alittle bit about that, please?
A Yes. So one of the things we started doing, |
think we're in it eight years now, is limted tine

offering flavored m | ks.

Sorry about that.

The one we have out right nowis a chocol ate
caranel. So that's a fresh product 20 with a -- excuse
me -- | think I'"'mhaving a technical difficulty here. |
apol ogi ze for that. So all right.

Q Again, tell us about this limted tinme offering.

A. Ckay. So this is a good exanple. This, we just

i ntroduced this two weeks ago. If we did our projections
right, it will last for another three or four weeks. W
have -- it's an -- it's kind of a hard thing to do. W'l|

do four or five of these between now and next June.

We have done a lot of exciting flavors. | think
the next one is going to be called browie batter. It's
going to be out for Thanksgiving and Christmas. Red
vel vet for Valentine's Day, if you are |ooking for
sonet hing to get your husband.

Q For nysel f?
A Your sel f.
So the idea is we get these out. They are new,

they are sonething exciting, and the goal is to -- to get
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shoppers' attention.

Where we kind of got this idea, there's a fell ow
that | have heard speak named Dr. John Stanton at the --
he's in food marketing at St. Joe's. And we had himtalk
at sone association groups. And he has referred to the
mlk case in the supermarket as the Geat Wite Tundra,
because it's cold, white, and nothing ever changes.

So we kind of took the -- took the chall enge and
said, you know what, that's -- that's right. You know, if
we want consuners to stop, we need to have sonething that
changes.

So the idea is to get sonebody to stop their
shoppi ng cart and say, "Ww, chocolate caranel."” And what
we've found is even if they don't buy that, they will buy
a chocolate mlk or maybe a white m k.

And we do the sane thing, there's a -- the reason
there's a half gallon and a pint is, we want to have an
offering for big stores and then an offering for C stores.
So we want the sanme kind of effect when you are wal ki ng
the 12 doors in a conveni ence store.

Q And tell us alittle bit about how you would price

a product like this for aretailer.

A. Ri ght now we guess.
And the -- it was a little bit alluded to lately.
One of the prob- -- one of the challenges -- there is a

| ot of challenges to doing a product like this. One of
themis that you have to set up newitens in your store

chain all the tine. So one of the things that shortens
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the lives of the people in our sales and marketing part of
our business is trying to get stores to accept new itens.
And we're doing it to ourselves, you know, 10 or 12 tines
a year.

So one of the -- you know, one of the many things
you need to set up a new price -- a newitemis a price.
And the three to six nonths in advance that we have to do

this, we guess the price. And sone nonths, you know, we

sell it for too little, and sone nonths we sell it for too
much, but that's -- you know, it's not a big enough part
of our business right now that we're -- that bothers us

because that's not the intention of having this product
out there. So we take the ups and the downs.
Q And a limted tinme offering, howlong would it be

on the shelf for?

A Wel |, we hope about six weeks. Sonetines they can
be too successful. W have had sone that only | asted
seven days, which is not a good -- you know, it's good,
but it's not good. And sonetinmes we have -- we'll have to
cut themoff. |If they -- once they go two nonths or so,
we'll cut themoff and not finish up the supplies that we
bought .

Q And when you are pricing a specialty product |ike
this, can you pass along a nunber of price increases in

t hat si x-week period?

A. No. There's no -- no, there's no way. W can't
even -- we don't even change the price right before we
introduce it, because it's -- it's usually set up in
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people's systens at a price, and we just |live with that
price.
Q And Turner's mlk, is it HIST, ESL, a m x?
A. Al HTST. W're 21 days pasteurized products,
white and flavored, and 25 days on fresh creans.
Q Thank you.
So if you go could go to the next slide, please.
A Sur e.
THE COURT: We have seen this one.
BY MS. VULIN
Q What is M|k Pep?
A. Ckay. M1k Pep is the pronotion agency that the

processors fund. So 20 -- I'mgoing to -- now I'msitting
up here, I'mnot renmenbering things | usually renenber --
but we pay $0.20 a hundredweight into a -- into an

advertising fund, which is M|k Pep, which -- whose goal
is to pronote m | k.

Q And does M1k Pep do any analysis of sales or the
mar ket pl ace for processors?

A Yes. Yeah. They -- they review scanner data. W
get reports every four weeks on -- very detailed reports
on howmlk is selling nationally and in different regions
of the country, even to the city |evel.

Q And if you could go to the next slide, please.

A Sur e.

Q Is this a slide you obtained fromM Ik Pep?

A Yeah. This is froma presentation that M|k Pep

worked with a firmcalled Prinme Consulting, who are really
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experts on this scanner data information. And this is a
presentation that they gave to the industry. So I -- |
pul led two slides froman hour-long presentation that they
gave to the industry at the beginning of 2002 -- 2022.

Q And | see in the top right there's a -- a blue
line and a purple Iine. And the blue |line says
“traditional mlk," and the purple |line says "val ue-added
mlk."

Can you just give us a short summary of the
differentiation there, please?

A. Yeah. So it's starting -- | believe it was | ast
year, MIlk Pep cane up with a new segnentation for us as
an industry to think about how we're selling fluid mlKk,

and tried to differentiate the selling of white jugs from

val ue- added products, like lactose free. | would include
our limted tinme offering products. But -- but itens that
aren't -- we're not trying to sell cheap.

Q So a val ue-added product could be sonething |ike

your chocol ate caranel drink?

A. Ri ght.

Q Something like -- would ESL organic fall within
t hat category?

A Yes.

Q Thank you.

So why don't you just tell us, what is this chart

show ng us -- or graph?

A Ckay. Basically what -- this was intended to be

kind of a call-to-action to mlk bottlers.
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So what they are showing us is the black |ine at
the top is atrend line that is fluid mlk sal es, which
we're currently -- we currently have a 13-year | o0sing
streak, which even for a Pirates fan, it's a long tine.

W're in our 14th year -- yeah, you think it's

funny -- so their -- their nmessage to us, as people that

time, and we'll get to how long in the next slide. And

they put together a strategy for howto get -- | don't

val ue- added and a strategy for traditional.
Q Ckay. And | see here this dotted |line at 21

shoul d say?
A. Yes. Right. So the presentation was February
2022, so the data was through 2021.

suggested to stemthe decline and turn it around?

the strategies. They do have strategies. They were
pr esent ed.

My -- ny takeaway for today is nore sober than
that, is to give you a tinefrane on what their -- you

know, what their projections are.

us in nicely.

anything, this thing isn't going to bottomout for a |ong

want to say get us to the bottom but get us back on the

rise sooner. And that was -- so they have a strategy for

| s that when this analysis was done, or through

A Right. And I'mnot -- I'mnot going to focus on

Q Yeah. So let's go to the next slide. That |eads

are working for us trying to sell mlk, is if you don't do

Q And noving forward are projections of how M1k Pep
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A. | sure wish | could show it bigger, but | think
get you the one after that.

Q So "Bottom Line: W Need Both Segnments For
Category Health."

s this referring to both segnents being the
traditional mlk and the val ue-added m | k?

A. Right. So the way that | could interpret this
graph for you is if we start with the green box at the
top, that is if we don't do -- if we just let the current
trends continue, we're going to end up by the green mlKk
jug way over on the right, and it's going to be 2038
before this thing bottons out and starts back up. Again,
just -- they just extended current trends.

The blue mlIk jug is if we accelerate or we work
hard on our val ue-added products, we will be able to turn
this thing around sooner than that.

Q Around 20357

A. Yeah. 2035, correct.

The yellow mlk jug is if we cut the sales -- if
we cut our |osses. So we're not -- it's kind of -- |ike
conpared to budget deficits, right? So we're not trying
to growit, we're just trying to cut the loss in half on
traditional mlk. If we could acconplish that, we could
stemthe -- stemthe tide by 2032.

And their projection is if we do both, we'll hit
the bottom and start back up as soon as 2029, which is six
years from now.

And | can tell you 2022 and 2023 don't | ook like
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we change course.

Q And so is it fair to summari ze the nessage as, we
don't want to look just at traditional mlk, and we don't
want to | ook just at val ue-added, we need to address both
segnents if we want to turn Class | health around?

A. That was their clear nessage to us, yes -- or is
their clear nessage.

Q And tal king about how the Class | mlk industry
has changed over the course of recent years, you had
nmentioned to nme earlier that you went to the Nort heast
Dai ry Foods Associ ation neeting recently?

A. Yeah. It was really -- it's -- again, it's a -- a
synptom of the poor health of our -- poor condition of the
processing industry in our country and in our region. |
was at a conference last nonth that -- when | started
going to this conference in the 1990s, there would have
been 30 or 35 processors at it. Last nonth there was two.
There was two -- four, two from Pennsyl vania and two from
New York. 40 -- 40 industry -- 40 suppliers, you know,
around a conference roomtrying to figure out howto sel
sonething to four of us, you know, was -- it was kind of
sad.

Q And so do you believe there is any disorderly
marketing in the industry today?

A. | think that if -- if the goal is to provide fluid
mlk to -- to the citizens of our country, you know,
processing is certainly a weak link. Not only from what

has happened over the |last few years to a nunber of
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conpanies, but |I would tell you that there's a | ot of
conpani es out there right now that aren't in great shape.
Q And you're one of the four that made it still to

t hat associ ati on neeti ng.

2023

How i s Turner able to succeed in this environment?

A It's -- we're not imune to any of it. |It's
tough. We -- we work hard at it. W try to do the right
things. W have been able to grow our sales volune on

mlk for seven out of the last ten years. But | don't --

| don't have a -- there's not a magic -- | don't have
any -- | think a lot of it is relationships and buil di ng
up trust throughout our -- our network, between our

farmers and our custonmers and our enpl oyees, probably the
bi ggest thi ng.

Q And 1'Il maybe brag a little on your behal f.

Clearly fromthis work and the chocol ate caranel
product and your discussions, you put a |lot of thought
into how to i nnovate and how to nove the industry forward
Is that fair?

A Yeah. We work hard at it.

Q So in tal king about what we're here to discuss
today -- and there's been a | ot of discussion, right,
about how hedgi ng plays into the base --

A Yep.

Q -- Class | price, and also price stability. So
let's tal k about stability first.

You said in your testinony, and | don't have the

page nunber, but you said howdifficult it is to tel
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custoners you are raising prices wthout a reasonable or
mar ket - based expl anation to offer.

Tell me a little bit by what you neant there.

A Yeah. Thanks, Ashley.

So the context to that was conparing the current
nmover we have with the higher-of. And ny experience with
hi gher-of is there was nore volatility. And, in fact, any
time that -- | would say one of three basic comodities
spiked in price, fluid mlk followed it.

So | would tell you, | really can't recoll ect whey
ever causing a price spike in mlk, but I can tell you |
have personally seen powder and butter and cheese peak in
price, and then a nonth, and two nonths later, for no
apparent reason to a consumer or to our custoners, the
cost of a jug of mlk goes up by, you know, a quarter or
sonme nunber |ike that.

Q And so the Cass of Ill or IV spiking in one nonth
didn't have any inpact on Turner's ability to acquire mlKk
in that nonth?

A No. Fromour farners?

Q Uh- huh.

A. No, it didn't. No, it didn't detract from our
ability to source mlKk.

Q And is that because you have those |ong-term
rel ationships in place?

A Yeah. | don't -- maybe we're in a different part
of the country than -- you know, that maybe Pennsyl vani a

is different than California. But | don't think people
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sw tch markets because of one nonth price or for
short-term | think people are -- | think what | see is
our -- is farmers are |looking for a |l ong-term market.

Q And so in your experience, farners may respond to
nore big picture market signals, but they are not going to

bounce around nonth to nont h.

A. Yeah, | think market signals a | ot of tine inpact
how nmuch mlk they make nore than a willingness to switch
mar ket s.

Q And we have tal ked about hedgi ng as wel |
Do you currently hedge any dairy products?
A Yes.
Q Can you tell us alittle bit about that, please?
A. Yeah. W weren't part of the -- the -- any of the
di scussions or anything that led up to the 2018 Farm Bil |

so it was -- it was news to ne when | read in one of ny
papers that -- that -- that we went to an average-of nover
and that there was -- one of the reasons for that was
hedgi ng.

Sol -- it was on ny to-do list, honestly, for a

couple years, and | didn't get toit. And there's no
excuses. But, you know, | was busy in 2020 and 2021.

But finally, last year, | got around to -- to
work -- to experinmenting with it, and | actually start --
| actually have a pretty active hedging programright now
for butter -- sorry, | didn't even tell you for what. But
what |'mdoing is buying butter futures and using that to

hedge our Class Il cream usage.
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Q Uh- huh.
And about when did you say you started doing that?
A. My first contracts were |ast sunmer, sunmmer of
2022.

Q And how did you |l earn or discover how to manage
your hedgi ng progranf
A. Well, just --just because | hadn't started it

didn't nean | wasn't reading about it and -- and going
to -- going to sem nars.
And | net a -- | was at a sem nar, and

i ntroduced nyself to one of the presenters who put on a --
you know, a pretty good explanation of how this worked.

And so | approached her afterward and asked if we could

talk. And -- and after a couple phone calls and a neeting
at a dairy -- IDFA Dairy Summt -- Dairy Summt or --
Dairy Forum you know, we -- we put together a plan to

experinment with it |ast summer.

Q And do you currently hedge Class |?

A | do not.

Q Way not ?

A | didn't -- sone of it was based on the
conversation with nmy -- the Ever.Ag -- ny Ever.Ag person.
But it was -- this is -- the Cass Il butterfat thing is
easier. |It's pretty easy to translate butter into pounds
of butterfat. And the timng and -- you know, a pound of

butterfat is a pound of butterfat. You can add your --

your -- you know, your little figures on over to the right
dependi ng on the class, and it settles the sane. It
TALTY COURT REPORTERS, INC. 5968

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 28, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

settles to the sane price as the butterfat price. So it's
pretty -- it's pretty straightforward. So we started
t here.

And | have -- there's a lot to learn. And | have
figured out -- you know, I do plan to use it for Cass I,
and | have sone ideas. You know, | hope they work.

Q And are there any particular customers or |ines of
busi ness where you think hedging and price stability could
prove nore val uabl e?

A Yeah. The first one that cones to mnd is
schools. Typically, schools will bid their mlk business
out in the spring before they go away for the sumer. So
you -- so you bid, and you are awarded bids in the spring.
And if you -- you know, if you get a bid, if it happens to

be a fixed price bid where you are locked in at a certain

price, we usually put -- there's language in it that gives
us the right to -- to change the price if our cost
changes. But it -- it's, in practice, kind of hard to do.

Because a |lot of tinmes the price that we predict
will be all right for the fall senmester, but by spring,
we're a year -- you know, we're alnost a year out from
when we cal culated this, and so that's when we can really
get under water.

The problemis that that -- we're com ng right
back into bidding season. So do you want to go raise your
school district's price the nonth or nonth before they are
going to put out a bid? So it's hard business-wise to --

to -- even though there m ght be | anguage that allows us
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toraise it, it's hard to -- it's actually a hard decision
whet her to do it or not.

If we were able to protect that and | ock that
price in, then we woul dn't have that worry.

Q Uh- huh.

And | know you said you do HTST processing,
correct?

A Yeah.

Q And for grocery stores, do you experience the kind
of passthrough price changes that we heard nenti oned
earlier?

A. We do. Especially on the larger -- l|arger sizes,
gallons, half gallons. Like, these limted time offerings
are kind of immune to that a little bit.

Q Yeah. And so those limted tine offerings and,
you know, school bids, there are other sectors of the
busi ness where you woul d benefit nore fromnore stable
pricing?

A No, | think the whol e business woul d.

Q Tell me nore about that.

A Yeah. | think volatility is -- is a big -- is a
big problemfor fluid mlk. And, you know, we talk a | ot
about -- and rightly so -- what's the right Cass | price
for dairy farmers. W mght spend sone tine tal king about
the right kind of Class | price for bottlers. And to us,
it -- it -- it can be -- it can, and really should be, the
hi ghest price in the market.

But I don't -- for an ideal price for a bottler,
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it would stay the sane. It wouldn't npve around.

Vol atility causes -- causes a | ot of problens, especially
when it cones to the retail -- retail pricing and, you
know, what price point -- a lot of tinmes they will raise

prices, but they don't drop them back when the price goes
back down.

Q Uh- huh

And so you had tal ked earlier about this big
picture view And so in thinking about Class | being the
hi ghest price, balancing those concerns, stability with
that, would that counsel you towards | ooking at O ass |
bei ng the highest price in nore of a big picture way as
opposed to junmping up and down every nonth?

A Yeah. | don't -- | think farners don't -- could
live with it not being the highest price every single
nmonth, as long as they knew it was the highest price in
the market, that over the course of a year they are going
to get the highest price.

Q Thank you.

And is there anything else that -- that you want
to share with us today?

A Not that | renenber.

Q Great. Well, thank you very nuch for your tine.
Appreciate it.

M5. VULIN. No further questions, your Honor.

THE COURT: Thank you, M. Wulin.

Now everyone in the room has an opportunity to ask

you questions, so we'll see who --
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THE W TNESS: Everyone.

THE COURT: Everyone. They look like a friendly
cr owd.

CRCSS- EXAM NATI ON
BY MR LAMERS:
Q Mark Laners, Laners Dairy. Good afternoon

Looki ng at your witten testinony, page 3, kind of
in the mddle --

A. Did you -- excuse ne, did you say 3?
Q Page 3 of 7, yes, in your witten testinony.

I"d like for you to explain, you have a sentence
in there that reads, "Mre recently, we find ourselves
conpeting with cooperative-owned plants who, although FVMMO
regul ated, are not required to pay their nenbers the
regul ated m ninmumprice |ike we nust pay our independent
farnmers. The FMMO playing field has never been level in
our part of the country, but it seens to be increasingly
tilted against us in both directions."

Coul d you el aborate on that a little bit?

A Yes. And let nme start with a the second sentence
you read just to put it in a perspective.

So we're in Al egheny County. W' re on the east
side of the city. Qur farmers are in counties east of
Pittsburgh. And right beyond those -- these -- right in
the mddle of these county lines is where Federal Order 33
ends. Ckay?

And so just because it's not on a Federal O der

map doesn't mean nobody |ives there or nobody does
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anything there. |In fact, a lot of themdon't even know
they are not in a Federal Order.

And so there's plants out there that don't have to
pay into the pool that we're conpeting for the sane
farmers with. So it's -- we arein a -- already in a
t ough situation being regul ated and conpeting with those
handl ers that don't have to pay into the pool. And now we
find on our other side that we have nore than one
cooperative has bought plants in our conpetitive area, and
they are not required to -- their nenber -- they -- the
co-op is the farner, so they are not required to pay their
menber producers the mninmumoprices |ike we are.

Q And that would give thema conpetitive advantage?
A. It coul d.
MR. LAMERS: Thank you
THE W TNESS:  Sur e.
CROSS- EXAM NATI ON
BY DR BQZI C.
Q Marin Bozic for Edge Dairy Farnmer Cooperative.
Chuck, good afternoon.
A Good afternoon, Dr. Bozic.

Q | thank you for sharing how the bidding for schoo
m | k works.
That happens md -- about -- you said was it My,
June?
A It starts in March. And we unfortunately, have

schools that don't do it until August, but typically it's
an April-May thing.
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Q So when do you typically need to put your bid in,

the first -- first one --
A. April or May.
Q April?
A Yeah.
Q | assune this is one of the reasons why MG s

proposal has a rolling adjuster with a 12-nonth w ndow?
A. That is the feature -- if | had to differentiate
between M G s proposal and | DFA' s proposal, that's the

feature that | think is inportant to nme, is that if |

had -- | could go out a year, you know, or --
Q Sur e.
A. And it really doesn't need to be a full year.

Because fromwhat | understand you do Class | kind of the

nmont h before.

Q Uh- huh.
A So to protect May, | would have to cover April.
Q Ri ght .
A So -- yeah. So that 12-nonth know edge of what

the 12-nonth prices are would hel p ne.

Q So -- so the IDFA proposal runs through July for
t he next cal endar year, right? There -- so you woul dn't
know t hree out of 24 nonths that you would need for the

cal cul ati on then?

2023

A. | think. Yeah. And it's not a huge deal, but it
is -- it would help to know, to know all -- you know, all
the -- every nonth's price during the school year.

Q But 1'm asking because, you know, the organization
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that | represent here at the hearing also has a simlar
adjuster that -- that runs through July and then is
applied to next cal endar year.

Qur reason -- there is a question here,
prom se -- our reason was -- reasoning was that people set

their budgets in Septenber, typically the budgets are for

t he cal endar year, so that was the appropriate -- | was
not -- you know, we were not aware of the timng for that.
So thank you for illumnating us on that.

A. And you are right about the budgets for, Ilike,
institutional, business, and restaurants, and things |ike
that, that is -- that is the correct cycle.

Q Ckay.

DR. BQzI C. Thank you very nuch.
CROSS- EXAM NATI ON
BY MR M LTNER:

Q Good afternoon, M. Turner. How are you?
A. |"mdoing all right. How are you?
Q I"'mfine. M nane is Ryan MItner. | represent

Select M|k Producers.

A Good afternoon.

Q M. Laners asked you a little nore about the
conpetitive dynamc in your part of Pennsyl vani a.

It's quite unique, isn't it?

A. | think so. 1've really never been anywhere el se
in this business, so --

Q | mean, | think it's unique in the sense that

you're in a federal area, and you are conpeting agai nst
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processors that are in an unregul ated area, which doesn't
happen everywher e.

A. Ri ght .

Q And then you note that you're a proprietary
bottler, and you have cooperative bottlers you are
conpeti ng agai nst?

A Correct.

Q Did | accurately state kind of what you are
dealing with?

A. Yes. Yes. And there are other proprietary
bottlers in our sane situation that are regul ated, and so
we have nore conpetition than just those two groups.
Which there's a lot of cities in the country that don't
have that conpetition right now

Q Ri ght.

Now, when -- when you are paying the farners that
are supplying your plant and you need to nmaintain a
conpetitive pay price against other farners in the area,
what do you think is the biggest challenge you face in
mai ntai ni ng that conpetitive pay price?

A It's -- as everything in mlk, it's conplicated.
But the challenge is that we can't spend so nuch that
we're not conpetitive on the street when we conpete with
all these dairies on the -- for whol esal e business. So |
can't pay too nuch, but | need to pay enough to -- to get
not only mlk, but we we're | ooking for producers that
really neet a really high standard on the rating on their

federal inspections, and that neet really strict bacteria
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counts. So we tend to focus on quality prem uns.

Q Now, in your statenent you state that "we need to
pay our dairy farmers prem uns above the Federal O der
blend to be conpetitive in the country with these
unregul ated plants.”

May | assune that the -- the farns that do supply

unregul ated plants usually pay nore than the federal blend

price?

A Yes.

Q Now, you also, in the same paragraph -- and this
iIs -- 1 saw you flipping -- I"mon page 3, and it's the

first full paragraph.

And you're -- you're tal king about your experience
conpeti ng agai nst cooperative-owned plants, and you note
that those plants are not required to pay their nenbers

the regulated mnimumm Ik price.

Do you -- I"'mecurious if you know that that's
happening in your area from-- fromany source, | guess?
A Yes.
Q Ckay. So then those cooperative producers are

getting paid less than the federal blend price.
Wul d that be correct?
A | don't want to nmake that as a bl anket statenent
that all -- all of those. But |I do know that | have
tal ked to handl ers and producers that are getting paid
| ess than the bl end.
Q So in sone parts of the country | have heard

producers suggest that they have mniml options as far as
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where to sell their mlk.

It sounds |ike in Western Pennsyl vani a, producers
still have a fair degree of choice as to where they ship
their mlk to; is that correct?

A. It is correct. It's not as -- | would tell you
t hat statenent woul d have been nore correct ten years ago
or 20 years ago than it is now.

Q And so for the producer, do you think that
econom c signals are working in ternms of their ability to
deliver their mlk to -- to the highest -- to obtain the
hi ghest val ue option when they sell their m|k?

A. Forgive ne for not -- | don't think I -- | don't
think I got ny m nd wapped around that question.

Q Wien | said the question, | wondered if | had
stated it well.

| f you have -- | guess -- there's a situation in
your part of the world where cooperative nenbers m ght not
be receiving the blend price. You re paying nore than the
bl end price. The unregulated area is paying at or above
the blend price. To nme, it sounds |ike econom c forces
are working to give producers an option about where their
m | k goes.

Wul d you agree with that?

A Yes.

| think the other thing that -- part of that
choi ce depends on their willingness to -- for lack of a
nore polite way to say it -- to run a clean operation.

You know, they m ght not have the choice if they -- if

TALTY COURT REPORTERS, INC. 5978
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 28, 2023

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

they can't neet bacteria counts and standards.

Q For those that aren't neeting it --
A. Sorry. That's where the word econom ¢ kind of
threwne. It is not all -- maybe that is econom cs.

don't know but. ..

Q So for your conpany as one that is out there
trying to source mlk and acquire mlk, those economcs, |
assune, work for you as well, that you can identify a farm
with sufficient quality and offer them enough noney to
want to supply your plant instead of another.

Is that the case?

A. Well, that's the challenge, is can -- can | -- can
| -- you know, the good farnmers have options. And can
of fer enough to keep the -- to keep those top farners
shipping their mlk to us and still be conpetitive on the
street, you know, while we're out selling our mlk agai nst
other dairies. That's the chall enge.

Q Thank you.

A You' re wel cone.

Q Now, begi nning on the next page of your statenent
you start to tal k about hedging activities or risk
managenent activities, and you nmake reference to
foodservi ce accounts, and then in questioning you talked
about school m |k accounts.

For foodservice and for school mlk, would those
be primarily the hal f-pint gable top products you showed
in one of your slides?

A. Firstly, I don't think I showed it in the slide,

TALTY COURT REPORTERS, INC. 5979

taltys.com - 408.244.1900


http://www.taltys.com

TRANSCRI PT OF PROCEEDI NGS Sept enber 28, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

but that would be the primary package. They are --

restaurants also buy mlk in larger containers, also.

Q | think you showed the filler, not the products --
A Yes.

Q -- that's what | was referring to.

A | knew you weren't trying to cross ne up.

THE COURT: So if | could ask, you nentioned
hal f-pint. | would have thought pint would be nore
frequently used.

Coul d you talk about that a little bit?

THE WTNESS: Wth regard to schools in
particular, it is alnost all half-pints. Healthcare,
other institutional type business like that is all
hal f-pints. Sanme with prisons.

When you get to, in ny mnd, C stores, convenience
stores anynore, act as nuch |ike foodservice as they do as
retail. And in that -- in that instance then you start to
see a pint beconme a nore prevalent -- the preval ent
si ngl e-serve contai ner.

BY MR M LTNER

Q And | think the half-pint for school mlk is
because they consider a cup to be a serving of mlk; is
that right?

A. That is exactly right.

Q You don't have to answer this because it's
proprietary information. I'msure it is.

A Ckay.

Q What does it cost you to put out a half-pint, not
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counting the mlk inside?
A. | not only won't answer it, but | don't know it
off the top of ny head.
Q Ckay. Have you supplied mlk to General MLane
School District?
A Yes.
Q Ckay. Their school newsletter says that you do.
A. Ckay. Yeah. | can't even tell you where they
are, but | have heard the nane.
Q Yeah, | don't readily see it on here, either. |I'm

guessing it's in Pennsylvani a.
They sell mlk to their students, at least in the
| ast school, year at $0.60 a pint.
Wul d you be selling themm |k at above or bel ow
that price?
A Did you nean hal f-pint?
Q Yes, | did. Thank you
A W would be selling themm Ik for |ess than $0. 60
a hal f-pint.
And | mght add that that's not -- that's an
a la carte price. Mst of their sales are rei nbursenents
t hrough the school lunch program so they are not -- they
are not getting $0.60 on nost of the half-pints that they
sell. So they are selling a lunch that's subsidi zed by
USDA, and the mlk is part of that |unch.
Q That's a very valid point. And their nenu price
was not |isted on there.
A. Ri ght .

TALTY COURT REPORTERS, INC.
taltys.com - 408.244.1900

5981


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 28, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

Q Thank you.
Now, were you -- you're describing in your -- your
hedgi ng activities.
And | believe you answered in response to a
guestion that at |east as of now you have not hedged any

Class | mlk, correct?

A. That is correct.
Q But that you do have an interest in doing so.
A. Yes. And | have actually had conversations with

our broker about it.

Q And you -- | guess it doesn't matter to ne really
who your broker is. You nentioned Ever.Ag. And --

A Yeah.

Q -- in your conversations with your broker, Ever.Ag
or otherwise, did they -- did you get into discussions
about the availability of a mlk hedging programif there
were to be a reversion to the higher-of?

A W did not.

Q There was a -- a risk nmanagenent consul tant who
testified earlier in the hearing, and she testified that
it would be possible to craft a risk managenent program
for dQass | mlk under the higher-of.

Do you have any know edge or opinion as to whet her
that could or couldn't be done?

A "' mnot an expert on that. But in all the reading
| have done and investigation, | have not seen anything
that's at | east straightforward.

Q You also talked a little bit about the MIk Pep
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program

And I'mcurious if in addition to what you
presented, if they shared what they believe to be the root
causes of fluid mlk sale declines?

A They di d.

And if -- and | -- you're next going to ask ne if
| recollect that, right?

Q Yes.

A. And I'mnot sure if this is what they told us or
my own opinion, but the reasons are vary -- are nmany. And
the very first one and the biggest one is conpetitive
bever ages.

| nmentioned going to a convenience store with 12
doors of refrigerated beverages, and there are 500 SKUs.
| grewup ina-- in a wrld where you -- you know, you
drank mlk, juice, and that maybe you reconstituted it
yourself, or soda if it was a holiday, or water out of the
faucet. And there are just a lot of -- there's a |ot of
choi ces out there, so that's nunber one.

Nunmber two, and maybe it's not the second bi ggest
reason, but we're, quite frankly, as an industry, not

really good at this, | think.

You know, | think -- |I'd have to think about the
ot her .

Yeah, the conpetitive beverages is the biggest
one. | think, you know, we need to do better as an

i ndustry of selling mlKk.

Q Your chil dhood sounds |like mne, first of all
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A.
Q

Sorry.
No, no, | think -- it |ooks |ike we both turned

out okay enough.

So | nean, in addition to 500 SKUs, if I'mon ny

way home, | don't necessarily want to be drinking out of

an ei ght-pound container, right?

A
Q

Ri ght .

The mai nt enance of an effective cold chain from

farmto consunmer is very inportant, correct?

A
Q

| east

A

O > O > 0

t ot al
A.
Q
A.

Q

Correct.
And not very consistent throughout the country, at

in what | understand?

You're right. [It's harder to do than it | ooks.
In your slides, | think it is on page 7 --

Sli des.

It's that one.

Yeah. Ckay.

So if you look at the black line, which is the
Class | category, you see this bunp in 2020.

Yes.

And that was during COVID, correct?

Correct.

And during that period, foodservice sales were

depressed terribly, correct?

A

Q
A.
Q

Correct.
School sales were depressed terribly, correct?
Ri ght.

Peopl e were staying honme, though, nore, weren't
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t hey?

A. Ri ght .

Q Peopl e were eating breakfast at hone nore often
correct?

A They were.

Q In a lot of ways, our lives | ooked, as a country,
much nore |ike 1980 than 2020 in terns of where people ate
their nmeals, correct?

A Yes.

Q And so when the pandemic is over, you see that --
that bunp go away. | would -- | look at this chart, and I
thi nk our -- our consunption patterns as a society have
contributed a ot to how nuch m |k we consune.

Wul d you agree with that?

A Yeah. For sure.

Q Dd MIk Pep tal k about price volatility and
managi ng price volatility as a key reason for mlk sales
decl i nes?

A. | don't believe they did.

Q Do you distribute your mlk into Chio at all or is
it all in Pennsyl vania?

A. Yes, into Ghio and a little bit into West
Vi rgini a.

Q About how far west in Chio do you get?

A. Pretty much to where people stop being Steeler
fans and start being Browns fans.

Q |"munfortunately on the edge of Bengals country,

so | won't be able to get your chocol ate caranel mlk, but
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if it got there, I would try it.

A. Again, |'msorry.

Q That' s okay.

CROSS- EXAM NATI ON
BY MS. HANCOCK:

Q | am Ni col e Hancock on behalf National MIk. And
| don't actually follow football, and you guys all nmake ne
w sh that | did, so...

A. Was that the Penn State thing?

Q Yeah. Are you tal king football?
A Yeah.
Q Just checking. Okay.
Good afternoon, M. Turner. 1'd just like to talk
about your witten statenent in Exhibit -- well, let's do

this. Let's talk about Exhibit 272 where M. M Itner just
left off.

A. Forgive ne. \Wich one is that?

Q That is your PowerPoint presentation.

A. Ckay.

Q And | think you were on page 7.

A Ckay.

Q And this is -- this is not your work product, is
it?

A It is not.

Q This was Prine Consulting's work product?
A. Yeah. And that's why | showed the cover page to
the presentation to give credit where it is due.

Q Ckay. And you don't have any data that was used
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to popul ate the graph that's shown on pages 7 and 8 of
your Power Poi nt presentation?

A. | nean, they supplied a lot of -- | nean, they did
supply all the data behind that in their annual reports
and in their every-four-week reports.

Q Ckay. Not sonething that we have in this hearing
t hough?

A | don't know.

Q Not sonet hing that you have provi ded?

A Not sonething | have provided, no. But | don't
know what's in the other 270 exhibits.

Q Ckay. Al right. Let's look at Exhibit 271

Do you know -- you were also just talking with
M. MItner about how some of the mlk |eaves
Pennsyl vania, that -- or sone of your products |eave
Pennsyl vani a?

A W deliver them

Q Ckay. And how rmuch of your product stays in
Pennsyl vani a?

A Most of it.

More than 80%

Yeah.

And are you regul ated under PMVB?

Yes.

And that's the Pennsylvania M|k Marketing Board?

That's correct.

o >» O >» O > O

How does the regul ati on work under PMVB in

conjunction with the Federal Order regul ations?
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A. We don't suffer for lack of regulation. It's --
both entities check every producer's paynent is sufficient
every nont h.

Pennsyl vania requires a bond for our -- the mlKk
we buy from our producers. They regulate the price --
PMMB, when | say "they," they -- PMMB regul ates the price
bet ween handl ers and producers, but it also regulates the
price that we sell for to whol esal e accounts as wel|.

And, in fact, it also regulates the m ninmum price that
stores are allowed to sell mlk for in the Comonweal th.

Q Ckay. Is it a price enhancenent programfor dairy
producers?

A. | would say it's not a price enhancenent program
for dairy farners.

Q Does it serve to enhance the price of dairy
producers?

A Yes.

Q And does PMMB administer the mlk marketing | aws
for the State of Pennsyl vani a?

A Yes.

Q And they al so adm nister the MIk Producer
Security Act?

A Yes.

Q And do you have any role -- have you ever served
in any role on any of the commttees or in testifying to
t he PMVB?

A. | -- so the PMMB is -- that's a governnment -- it's

a governnment agency, so | have not had a role within it or
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sitting on the board. | have testified on behalf of our
conpany and the dairy farnmers that ship to us before the
board at their -- at sone of their proceedings.

Q And do they hold proceedings annually in order to
set that m ninmum price?

A Yes.

Q And do they -- the PMWB will set the mlk selling
price that you can sell mlk to the whol esal ers?

A. They set a minimumprice that -- a floor price
t hat we cannot go bel ow

Q And because they set a mninmumprice, and you are
al so governed under the Federal Order system that m ni num
price that's set by PMMB becones an over-order prem um
that has to be paid to dairy producers in Pennsyl vani a?

A. Not -- I'd have to say no to that.

Q Does it create an over-order premumthat has to

be paid to dairy producers in Pennsylvani a?

A. An over- -- there is an over-order premiumthat --
that has to be paid to producers in Pennsylvania. It is
part of the mninmumprice. It is not created by the

m ni mum pri ce.

Q Ckay. But it has to exceed what's set by the
Federal Order systenf

A It is -- it -- 1 don't know that it has to or not.
It does build on the Federal Order price, so it starts --
it -- in practicality, it starts with the Federal Oder
price and builds up. But there are places in Pennsyl vania

that don't have a Federal Order price, so that's -- |
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don't know that it has to do anything with regard to the
Federal Order price in those instances.

Q And | was just trying to clarify. It can't
fall -- it can't -- PMMB can't set a price that woul d take
the price below the Federal Order mninmumprice; is that
right?

A. Legally or practically?

Q Just your under st andi ng.

A. My understanding is they don't.

Q Ckay.

A. Could they? | don't know.

Q Ckay.

A Then we would still -- we would still have to the
pay the high -- | hate to say the higher-of, but we would
have to pay -- we would have to be -- we have to be in

conpliance with both, let's put it that way.

Q Ckay. So when you tal k about, in your testinony,
that you pay an over-order premium that's due, in part,
due to the additional regulations that you have under the
PMVB?

A VWhat | nmentioned in ny testinony?
Q Yeah.
A. On page -- | actually don't believe it was.

That's why I'mtrying to find it, so |l tell you the truth.
Q Maybe it was what you testified to with Ms. Vulin

that you pay an over-order, or that you pay an

over-prem um price to your dairy producers?

A. W do. W pay a quality prem um over and above
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what's required by the Federal Order system and over and
above what's required by the PMVB.

Q Ckay. And that's to reflect the additiona
quality paraneters that you have set for your mlk
product s?

A. Quality and sanitary standards.

Q Ckay.

A So how the farmis and how the mlk is.

Q And even with paying under both the -- even with
exceedi ng both reqgqulatory systens that you operate under,
you have been able to grow your business or the sal es of
your -- Class | sales by 70%in the |last ten years?

A No.

Q What did you say on your growth?

A. We have been able to -- out of the |ast ten years,

we have been able to increase our volumes seven of those

years.
Q Ckay. So --
A. So seven -- so seven out of ten years we'd be in

the black on conparing this year's sales to |ast year's
sal es.

Q Ckay. So 70% of the tinme, not volunme, but 70% of
the time you have been able to grow year over year under
this pricing nmechani snms under both the PMMB and the
Federal Order systenf

A Yeah.

Q And on page 3 of your testinony, at the very

bottomthere, you said, "Qur proposed base one C ass" --
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|"'msorry, let nme say that again.

At the very | ast sentence there it says, "Qur
proposed base Cass | skimmlk forrmula woul d protect
dairy farnmers from future unintended and unanti ci pat ed
| osses |li ke those experienced primarily due to COVID
pandem c¢ supply and denmand di sruptions while maintaining
t he benefits of that formula for processing.”

"' mwondering if you could explain how it would
protect them

A. Yeah. So -- and, again, | wasn't -- | wasn't
i nvol ved with any of the negotiations or the decision to
go with the average-of nover, but fromall -- all accounts
that | have heard fromthe people that were, there was no
intention to hurt dairy farnmers. This was done in good
faith and | ooki ng back over 17 years or so of regul ated
pricing and saying, this is a fair -- you know, this is a
fair nunber, and everybody agreed to it.

Q Ckay. So when you nake the statenment that -- that
you believe that Proposal 15 is going to protect dairy
farnmers, that's just based on your understanding that it's
just fair for everyone?

A No. I'm-- I'"'msaying that as a result -- we --
we understand that -- that the current system-- the
current nunber is going to change because dairy farners
are getting hurt and nobody wanted themto get hurt.

So we are proposing sonething where there i s not
going to be that gap. So they are going to get the -- you

know, whatever the gap is between Il and IV is going to
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be reflected in their Cass |, | guess, nover, and
differential if I -- it's starting to all run together for
me. But it's going to be -- it is going to hit their
price -- you know, every single penny of it is going to

hit their CQass | price at sone point in the future.
Q Ckay. Based on the adjuster that's happening
in -- three years after the actual price?
A. Yeah, a lot |ike three years.
Q Ckay. And you don't think that that has any

harm -- harnful effect on dairy farmers?

A Not at all.

Q Ckay. So if a dairy farner today --

A Yeah.

Q -- was operating under that average-of system --
A Yeah.

Q -- where the adjuster has a three-year |ookback --
A. Ri ght .

Q -- but let's say they go out of business --

A Uh- huh.

Q -- if they go out of business, howis it that

their adjuster that they have earned in year one that
doesn't happen until year three, how w Il that protect
t hem t hen?

A. Well, firstly, | guess it's hard to say they are
not harmed if they are out of business, right? But they
could actually have gotten noney that they shouldn't have
got. | nmean, this -- it goes both ways, right? So it's a

24-nmonth cycle. That 24 nonths coul d have nore ups than
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they are going to get in the next 24 -- you know, the next

overl apping 24 nonths. So they m ght actually go out of

busi ness and be above water. It's as likely as they wl|
be above as below. So that doesn't -- that exanple
doesn't bother ne at all, other than that the farm went

out of busi ness.

Q Ckay. And it's fair to say, then, that the
farmer's econom c conditions that he's experiencing in
year one with an adjuster that has a three-year | ookback
is not reflective of the sane tine periods?

A It's not reflective of the sane -- of what sane

time periods?

Q |"mjust trying to sumup your answer, which was
the farmer could have had -- could be experiencing a tine
period that's even better than -- than -- than it should

have ot herw se been because the adjuster is | ooking back
to a different tine period?
s that a fair sunmary of what you were

explaining? That it can go both ways --

A It can go --

Q -- it could get better or worse?

A. Yeah, it's just the arithnmetic. It's indifferent
to whether the -- it's indifferent -- it's just arolling
calculation. It's indifferent to, you know, whether
sonebody's in business or out of business, or it's -- you

know, nobody's going to tine their exit fromthe business
to be on a -- you know, a low note. So | don't -- | don't

really see the correlation. And forgive me if |I'mm ssing
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sonet hi ng.

Q No. I'mjust trying to nmake sure | understand why
you said it doesn't bother you. Because as | understood
it, you were saying that -- that it is, you know, it could
go either way --

A. Ri ght .

Q -- in positive direction or a negative direction?

A Right. So it's aflip of acoin. Soit's a --
it"'s a--tone it'sof no--it's just the math that
month. It's not -- there's no noney saved or gai ned.

It's just that's the way that we're choosing to cal cul ate
the Class | differential that nonth.

Q Ckay. And when we talk about it's the flip of the

coin --

A vell --

Q -- 1 want -- well, let nme just finish ny
guestion -- the flip of the coin is, today's prices under

t he proposal that you are supporting is based on current
aver age-of prices between Class Il and IV, and then the
nover is the average of a period 36 to 18 nonths or -- I'm
sorry, the |ast --

A 36 to 127

Q -- 36 to 12 nonths of the time period prior?

A. Yeah, maybe 36 to 13. |I'mnot sure. But in any
event, yeah.

Q Ckay. And that's the flip of the coin, is how
reflective that 24-nonth period is as conpared to today's

hi gher - of cal cul ati on.
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A. Well, yeah, except that the higher-of is just a
benchmark that we're thinking about in our mnds, it's not
a-- it'snot areal thing. So we can -- you know, so,
yeah, you can -- | guess you can do that arithnetic
anytinme and cone up with a different answer, if that's the
guesti on.

Q Yeah. And you do it every nonth, right?

A You could. | nean, if, you know, | -- and | hope
producers aren't doing that math for the next five or
ten years, but they m ght be.

Q And you woul d agree wwth ne that the producers
t hat you know and that you have worked with -- with -- you
said you have three generations?

A About three.

Q -- three generations of an overlap, you would
agree with ne that over the |last few years they have been
doi ng that cal cul ation, haven't they?

A. They have been reading about it. | don't know
t hat they have been doing that cal cul ation, no.

Q Those dairy farnmers that you are working with, did
t hey have an opinion on the higher-of?

A |"msure they are influenced by what they read,
but I think if they knew they were bei ng nade whol e goi ng
forward, they would be satisfied with that.

Q And have you been able to convince them of that?

A No.

M5. HANCOCK: | have no further questions. Thank

you.
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THE W TNESS: You said everyone, but you didn't
say anyone could go tw ce, did you?
THE COURT: He's taller than everyone el se.
DR. BXZIC. It goes by height.
CRCSS- EXAM NATI ON
BY DR BQZI C
Q Marin Bozic, Edge Dairy Farmer Cooperative.
Chuck, when you invest in your plant, let's say
t hat you noderni ze, build new equi pnent or sell, do you
charge your dairy producers any deductions to fund that
I nvest nent ?

A No. Never.

Q Do you tenporarily reduce premuns to fund that
i nvest nent ?

A No.

Q And if you were to do that, if -- if sonebody were
to charge their current patrons an assessnment or a retain,
would it be fair to say that those same patrons m ght not
be in the business by the tinme the investnent in the plant
is done and over the life of that plant?

A So if I were to charge them they m ght not be

there to --
Q Ri ght .
A. -- pay it back. Yeah.

Q Right. Ckay.
DR. BXZIC. No further questions. Thank you mnuch.
THE WTNESS: Thank you

Did | nmess sonething up?
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MR, ENGLI SH: No, you didn't at all
Chip English --

2023

THE COURT: You do wonder why they were | ooking at

t heir watches, don't you?

MR, ENGLISH Well, the question is whether a
break -- but I don't think -- it's up to you whet her
you -- okay.

CROSS- EXAM NATI ON
BY MR ENGLI SH:

Q So with National M|k Producers' attorney we
wandered into the Pennsylvania M|k Marketing Board,
correct?

A Ve did.

Q Yes. (kay.

And so whether I'mforestalling sone questions you

m ght otherw se get, or maybe nake it worse, you and |
have had a nunber of experiences together involving
Pennsyl vani a, correct?

A Correct.

Q Ckay. So these are really just clarifying

guestions --

A Ckay.

Q -- because the issue of the Pennsylvania M Ik
Mar keting Board is not yet -- or at least it wasn't until
a fewmnutes ago -- in the record.

So with Ms. Hancock you di scussed Pennsyl vania's
over-order premum correct?
A Yes.
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of

Q Now, that premumis cal cul ated on Pennsyl vani a

produced, Pennsyl vani a processed, and Pennsyl vania sold

mlk, correct?

A. Right. That's -- they -- the Commonweal th can

only regul ate transactions that happen in the

Conmmonweal t h.

Q So to the extent you had response to questions

fromM. MIltner, you noted that you have sales in Chio?

A. | did.

Q That the plant -- your own cal cul ation on the

over-order prem umwould not include those sal es outside

Pennsyl vani a, correct, because they are not

Pennsyl vani a sal es?

A When you say ny "own cal cul ation,” you nean the

M|k Marketing Board's cal cul ation --

Q Cal cul ation --

A -- calculation of our nunmbers woul d not.

Q Correct. |Is that correct?

A. In the privacy of our own office we can calcul ate
Q I --

A -- however we want.

Q -- understand. I'msorry. | --

(Court Reporter clarification.)

BY MR ENGLI SH:

Q | did not nean to inply what you don't cal cul ate.

But the obligation that Pennsylvania enforces, and

cal cul ated on your behal f by Pennsyl vania, woul d not

A
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I ncl ude sal es outside of the Coormonweal th of Pennsyl vani a?
A That is correct.
Q Whether in West Virginia or Chio, correct?
A Correct.
Q And simlarly, you nmentioned sone mlk supplies
fromGChio in terns of the farnmer side.
That woul d al so be excluded fromthe cal cul ation

because it's not Pennsylvania produced m |k, correct?

A. It's nore conplicated, but, yes.
Q Ckay.
A. Conplications don't matter here.
Q Ri ght .

And al so, unlike the Federal MIk Order system to
t he extent Pennsyl vani a produced, Pennsyl vani a processed,
Pennsyl vania sold mlk, is subject to a Pennsyl vani a
over-order premum that premumis not pooled anpbng
Pennsyl vania farnmers, correct?
A. It is not.
MR. ENGLISH That's all | have. Thank you.
THE COURT: Before | turn to Agricultura
Mar keting Service, are there any other questions?
| ask -- oh, you're com ng. Good.
CROSS- EXAM NATI ON
BY MR SJOSTROM
Q Lucas Sjostrom Edge Dairy Farnmer Cooperative.
Chuck, you conpelled nme to cone forward.
Fol | owi ng up on sone of the questioning that's just

happened, | just want to be clear.
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When one of your supplying farners, M. Turner,

goes out of business, do you buy their cows?

A No.

Q Do you buy their real estate?

A No.

Q Do you have a contractor to take ahold of any of
the assets for the farns that supply you?

A No.

Q So would it be fair to say that there may be many

other factors than the nonthly mlk price that you are
payi ng, whether there's |ooking back, |ooking forward, for
themto go out of business?

| can restate it if you would |ike.

A It m ght help.

Q Are there many other factors, besides the nonthly
mlk price, that would cause a farmthat supplies you to
go out of business?

A Sur e.

Q And so would it be fair to say that whether
there's a rolling adjuster or a higher-of type scenari o,
bot h situations would have unfairness when you are | ooking
at mlk price? However, there would be -- it would be --
t he deci sion would be up to the farner supplier on -- on
whet her they believe they could continue to conpete in the
mar ket ?

A | m ght disagree and say that neither is unfair.

MR, SJOSTROM  Thank you very much.
THE COURT: And before Agricultural Mrketing
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Servi ce asks you questions, we'll take a ten-m nute break.
You are free to roam
Cone back, please, at 2:43.
(Wher eupon, a break was taken.)
THE COURT: Let's go back on record.
We're back on record at 2:43, and I'minviting the
Agricul tural Marketing Service.
CRCSS- EXAM NATI ON
BY MS. TAYLOR
Q Good afternoon
A Good afternoon.
Q Thanks for joining us today.
| wll state for M. English, that even if
Ms. Hancock didn't bring up PMVB, that was nmy plan, so |I'm
going to ask you those questions anyways.
A. Al right.
Q And | do appreciate sone of the clarifications
that M. English hel ped you make on the record.
| did have one question, because | only caught
part of the answer at the very end. Sonething about the
prem uns are not pooled with Pennsylvania farners, and
honestly don't know what the question or the full answer
was, but | just kind of want to nmake sure | was clear
about whatever that was.
A. Not to bring up the idea of a handler pool, but we
basically -- that calculation is done on a
handl er - by- handl er basis, so whatever Cass | we --

whatever Class | sales in our own plant are -- | want to
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make sure | say this right.
What ever our -- | can't renenber what word Chip
used. So whatever our premumobligation is that

cal culated on a nonth-to-nonth basis, our Class | sales

that are -- that the premumapplies to is cal cul ated, and
that's paid to our Pennsylvania farners. It's not

pooled -- in other words, there is -- you know, it --
every far- -- every handler -- farners are getting a

di fferent nunber.
Q Ckay. So essentially, because you got the nopney

fromthe market --

A. Ri ght .

Q -- because of those --

A Yeah.

Q -- regulated prices, that's the noney you use to

pay to just your farners?

A. Yeah. We're essentially the pre- -- we're
essentially the collector of the noney and the distributor
of the noney.

Q Got you. Thank you so nuch.

A Sur e thing.

Q And so you do tal k about the heavy regul atory
burden on Turner Dairy, and you tal k about Federal Orders.

But 1'mguessing it's both Federal Orders and
Pennsyl vani a orders conbi ned gives you an extra speci al
bur den?

A. You woul d be right.

Q l"mtrying not to be repetitive. Sone of ny
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guestions were answered, so bear wth ne.

Ckay. On the bottom of page 3, into the page 4,
you tal k about how the M G proposal would protect dairy
farmers from future uni ntended and unantici pated | osses.
And | think there was sone di scussion on what you neant
t here.

Essentially the proposal, because of the way it
does the rolling average, kind of nakes things a little
nore stable than if you were up and down all the tinme?

A | think also the -- and | can't renenber what
Dr. Bozic called it, but there's an unbal anced risk. So
there was that $0.74 kind of had --

Q Asymretric, is that the word?

A Asymmetric, right. Yeah.

Q Got you

And so in your opinion --

A Thi s does not --

Q -- the rolling adjuster, it elimnates the
asymmetric risk?

A. Al the ups and all the downs are going to be
capt ur ed.

Q Ckay. And then the second part of that sentence
says, "Wiile maintaining the benefits of that formula for
processi ng. "

And | wondered if you just could expand on that
pi ece.

A. Yeah. That -- that would get to -- and it's --

sone of nmy witing mght not be clear, but | really do
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think that the average-of has knocked sone peaks off of
this Class | price over the last three or four years.

You know, there's been quite a | ot of tal k about
t he USDA Food Box program and, you know, what was | ost.
But I -- | cannot imagine if Class | prices followed that
$3 cheese price through the roof in the second half of
2020, and, you know, we're sitting there without all of
our foodservice business and trying to nake boxes, and
it -- and, you know, consuners not having any certainty of
how nmuch noney they had in the bank, it would have just --
it would have been devastating to -- to our whole
i ndustry, not just the -- but processors included.

Q So there woul d have been sone demand response to
that is what you are basically saying that --

A Oh, yeah. | mean, if we'd had $5 milk out there
in 2020, it, you know, would have been your -- plus free
mlk in the USDA gi veaway, it would have just been worse
than it -- worse than it was, and we m ght not be
recovered fromit yet.

Q Ckay. And you don't do hedging yet, but do you

plan to start engaging in that --

A Yeah.
Q -- dipping your toe in it?
| am curious, because you are on IDFA -- in |DFA

Are the trade associations hel ping C ass |
processors kind of |earn about hedging and start to cone
up wth their risk nanagenent prograns or is it --

A. | don't think they could. | think there's --
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there's -- | think there's a line there where there's an
education. But | don't think IDFA would want to -- and |
can't speak for IDFA, but | don't think they would want to
be anywhere near having a bunch of processors figure out

how to do the prices together. Right?

Q Certainly. | would hope not.

A Yeah. So --

Q As a governnent official, | do not advocate that.

A. Yeah. Right. So -- so the -- you know, |ike I
said, | was at a semnar, | net a person at Dairy Summt,
but | don't -- | have never sat in a classroom and had

sonebody say, here's how you figure it out.

Q | was just curious about -- since, you know, there
was a |l ot of discussion at the tinme about why that change
was nmade, and the agreenent was reached, how nuch -- after
t he change was made -- effort there was to help at | east
alert Class | processors that, hey, this change was nade,
and now you mght be able to do this. And so that's why |
was kind of asking that question, not trying to advocate

sonme col lusion or sonething |like that.

A | would love to hear M ke Brown's answer to that
guesti on.

Q | will wite it down on ny list for himfor
tonorrow, or maybe today. | don't know. We'Ill see.

And so when you do tal k about how you have had to
rai se your prices to cover costs, at the -- towards the
end of this page, because there would be a spike in butter

or spike in cheese, and so it would eventually show up in
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the Class | price. And you would say, "W were |eft
having to raise our prices to cover cost, but with no
reasonabl e or market-based expl anation to offer our
custoners.”

And | wanted you to expand on that. | think you

touched on it, is that -- maybe the explanation, since it

is based on market prices, just wasn't one that they --
made sense to them

| s that kind of what you are getting at?

2023

A Yeah, | really like that line, but -- that | wote

there -- but the -- yeah. So they -- yeah. | get, as an

I ndustry person, that cheese went up, so Cass IIl is
going to go up.
But, you know, believe me, our -- our customners

don't -- this is really conplicated to us. They don't

understand it at all. And it -- and then consuners are a

whol e ot her | evel away.

| kind of -- the one that does neke sense to

people is if -- | can tell people that butter nmarkets went

up and that's why you are paying nore for cream (Ckay?

They get that connection. But beyond that, it's --

they -- they don't see the connection.
Q But you attribute sone of that spikes to sone of
the decline overall in mlk sales in the last 18 years?

do think you indicated that your sales have been up, but

just as an overall.

A. Yeah. Yes. And | think it gets to what M ke was

saying earlier, that, you know, retailers don't raise
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their price in lockstep with our increases. And maybe
what's worse on fluid mlk, is once they get it up, like
if -- you know, if it goes down, we -- we announce a price
decrease, they don't always go down. Right? So that --
that's where we get hurt, those spikes hurt us.

Q | want to turn to page 5 in the paragraph above
your conclusion. And you nmake -- in the second sentence
it reads, "W are now conpeting with fluid mlk plants
owned by cooperatives that have the option of reblending
to reduce volatility for their custoners.”

| wanted you to expand on that, because as | think
of reblending for cooperatives, that's to their producers,
not to their custoners.

So could you kind of explain what you are trying

to get at there?

A Yeah. So that's kind of a new phenonenon in our
world is we didn't used to -- and | know they have
existed, but in our -- in Federal Oder 33, we now have

cooperative conpetitors, and so they don't necessarily
need to pass that up and down. They don't -- they can --
they can -- | don't want to say -- level their cost a
little bit by the reblend. And maybe this is just in ny
i magi nation, but if they don't have to pay their nenber
producers every penny that nonth of a spike, you know, and
save it for the next nonth, we don't have that option.

Q Ckay. So that's still reblending on -- to the
producer side --

A. Yes. Right. No.
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Q Ckay.

Forgive ne for saying no, | didn't nean no.

A
Q On page 6, bel ow your bullet points --

A Uh- huh.

Q -- the end sentence of that paragraph: The key to
all of the above, of course, is the Federal Order system
where all dairy farmers in the order get the exact sane
price for their mlk, regardless of what is used -- what
it is used for or howit is marketed.

And | -- 1 -- | drew up a question because

wasn't sure what you neant by "key to all of the above."

A. Yeah. So that -- thisis alittle bit of ny pet
peeves with our industry, but every -- we all want to act
like all mlk is the sanme, you know. | have been through

i ssues where Pennsyl vania used to have a AA standard, and
the mlk -- you know, the M5 kind of forced it to go away
because you couldn't say AA -- you know, AA was better
than A.  And, you know, just all the things that press
everything together, and we want to just say it's mlk and
| eave it alone, it's the sane.

And | think that all starts with the idea why
everybody gets the sane price. So how do you tell a
farmer that -- or how do you talk with your -- you know,
you don't tell a farnmer anything actually, right?

How do you work with a group of farmers to say,

hey, here's what we want to do, here's the market, you

know. So in our -- in our case, it happens to be quality.
You know, it could be, you know, what they eat. It could
TALTY COURT REPORTERS, INC. 6009
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be whether they listen to classical nusic at night,
what ever. But how do you -- what's the incentive to work
with a group of farmers to get themto do sonething
different for your custoners, when they are all get paid
the sane in the end anyway.
Q Do you -- but you use -- you utilize premuns to
hel p do sonme of that differentiation?
A. Ri ght.

M5. TAYLOR. That's it for AMS. Thank you.

THE WTNESS: Thank you

THE COURT: Redirect?

M5. VULIN: No redirect, thank you. Just would
nove to admt Exhibits 271 and 227, please.

THE COURT: |Is there any objection to the
adm ssion into evidence of these two exhibits, 271 and
2727

There is none. Exhibit 271 is admtted into
evi dence.

(Exhi bit Nunmber 271 was received into

evi dence.)

THE COURT: Exhibit 272 is admtted into evi dence.

(Exhi bit Nunmber 272 was received into

evi dence.)

M5. VULIN.  Your Honor, the MIk Innovation G oup
woul d call Tim Doel man of Fairlife. But if we could do a
five-mnute stretch break, that m ght allow us to get the
AV side up and runni ng, please.

THE COURT: Excellent. Let's take five mnutes.
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I f you do | eave the room don't go very far.

pl ease.

Pl ease be back at 3:02.

M5. VULIN. Thank you, your Honor.
(Whereupon, a break was taken.)

THE COURT: Let's go on record.

We're back on record at 3:02 p. m

|"d like the witness to state and spell your nane,

THE WTNESS: TimDoelman. Tim T-1-M Doel nan,

D-O E-L-MA-N.

THE COURT: D O E-L.
THE WTNESS: That's correct, MA-N
THE COURT: Thank you.
Have you previously testified in this proceedi ng?
THE WTNESS. | have not.
THE COURT: | would like to swear you in.
TI M DOELMAN,

Being first duly sworn, was exam ned and
testified as foll ows:

DI RECT EXAM NATI ON

BY M5. VULI N

Q
A

Q

Good afternoon, M. Doel nan.
Good afternoon.

And just a friendly rem nder for all of us, we

have got our court reporter over here taking everything

down, so you will want to speak alnost artificially

sl ow vy.
A

Ckay.
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Q Can you tell us your business address, please?

A. 1001 West Adans Street, Chicago, Illinois, 60607.

Q And you have a docunent in front of you entitled
Testinmony of Fairlife, LLC, Part I.
Do you see that?
A Yes.
Q And is this your witten testinony for this
proceedi ng today?
A Yes, it is.
M5. VULIN. |'d ask, your Honor, that this
docunment be marked as Exhibit 273.
THE COURT: It wll be. Thank you.
(Exhi bit Nunmber 273 was marked for
identification.)
BY MS. VULIN:

Q And you have anot her docunent in front of you, a

copy of your PowerPoint with Fairlife's logo on the front.

Do you see that?
A Yes.

M5. VULIN. And | would ask that this docunent be

mar ked as Exhi bit 274.
THE COURT: It will be.
(Exhi bit Nunber 274 was marked for
i dentification.)
M5. VULIN:.  Thank you, your Honor.
BY M5. VULIN:
Q And | think | have you have a copy of the

Power Poi nt pul | ed up?
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A | do.

Q Great. There you go.

So to start us off, why don't you tell us how you
got into the dairy industry.

A Born in the industry. Parents dairy farned in
Washi ngton State. Father, part of Darigold s Board of
Directors for, | don't know, up to 40 years. A very
active nenber at National MIk for probably at |east 20 of
t hose years. So been in the industry fromthe very
beginning. Mst of ny famly and relatives were also in
the industry.

| have a degree in dairy science fromCal Poly San
Luis Obispo. Spent years after school at Dreyer's Ice
Cream before venturing out in the innovation conpany that
was initially called the Good Cow Conpany, which then
| ater becane Fairlife.

So | have been in the industry nmy entire life.

Q Tell us, what's your education post-high school ?

A. Bachel or of science in dairy science.

Q And when did you start at Fairlife? Can you just
tell us alittle bit about that?

A Sure. |I'mone of the founders of Fairlife from--
we started in 1998, believe it or not, again, as what |
woul d call the Good Cow Conpany. And then over the years
as we toiled in the wilderness to create an innovative
kind of product in the space of fluid mlk, we ultimately
re-branded ourselves later on when we fornmed a JV with the

Coca- Cola Conpany in -- | believe it was in 2012.
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So | have been a key nmenber of the Fairlife group
fromthe very begi nning.
Q And what's your current title at Fairlife?
A The CEO
Q And if you could go to the next slide, please.
Could you tell us alittle bit about the fluid
products that Fairlife offers?
A. Yes. | put two pictures up here. On the
| eft-hand side you can see our -- what nost people think
of when they first hear about Fairlife, which is our
ultrafiltered mlk. And you can see a variety of
di fferent package sizes there. W have the 52-ounce in
the front, with a variety of different fat |evels, as well
as flavored UFM m | k. Then you see sone snaller bottles
where we' Il have sone flavored -- or sone non-flavored

white mlk as well as sone flavored mlks in that

cat egory.

And to the right of that you will see that we have
sone ot her products that are what we -- fall into
currently the Cass Il kind of space, which we call the

kind of the high-protein, sports recovery type of
products, or neal replacenent type of products, all nade
fromfresh mlk.
Q Thank you.
THE COURT: | didn't catch that |ast phrase.
"Sports recovery" or what?
THE W TNESS: Sports recovery woul d be one

category. You see the Core Power on the picture.
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And then the other products you see on the back
right is Fairlife Protein, which we would call kind of
neal replacenent, wei ght managenent category.

BY Ms. VULIN:

Q And you tal ked about toiling in the wlderness of
i nnovati on.

Tell us a little bit about that. What innovation
did Fairlife bring to the market?

A. Yes. Fairlife really developed a filtration
process on fresh rawmlk to essentially split apart the
many conponents of mlk, and then figure out a way to
reconbine theminto a product that consuners want and --
and works for them and has attributes that they desire
and are willing to pay for.

And so that was quite a journey to figure out,
one, how to do the process; two, to figure out howto
actually market it and sell it to the end consuner; and
then, three, do it in a way where you actually nake noney.

Wien we started, | still renmenber kicking the
busi ness off, people would say, you are going to sell a
gallon of mlk with 1.6 gallons of mlk in it? Good | uck.

So, yes, it was quite a challenge to figure out
how to create value out of raw mlk, and that was our
j our ney.

Q And tell me about your processing facilities,
pl ease.

A Sure. We have a facility in Coopersville,

M chi gan, where we have these products bei ng manuf act ur ed,
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of which fall into CQass I, Cass Il, and Class | V.
We have a small yogurt plant in Indiana, which
only makes Class |l yogurt.

And | want to nmake a clarity real quick here. |

think in the witten testinony that | have here, | think I
state that all of our plants are Class |, Il, and IV, and
this plant -- that was a m stake on ny side -- only does
Cass Il, just for clarity.

Q And when you say "this plant,” rem nd us which

one?
A. The Indiana facility.
Q And that Indiana facility does which classes?
A Just Class I1I.
Q Just 117
A. We make a yogurt there.
Q Great. Thank you.
A Yep.

And then we have a facility in Goodyear, Arizona.
That, again, manufactures all of these products that you
see.

And then we have anot her plant in New Mexico,
where we learned a I ot of these tricks and technol ogi es on
how to do filtration, and it just does the filtration
portion of the business for us.

Q And so the mlk you purchase is regulated on which
orders?
A So --

Q | believe it's on page 2 of your witten
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t esti nony.
A. Yeah. | had to wite it down here just to nake
sure | got it right.

But, yeah, we're in Oder 33 in the -- in the
Coopersville and the Indiana facility. W're in Oder 126
in New Mexico. And then 131 for our Arizona facility.

Q Thank you.

And if you could go to the next slide, please.

W have heard a little bit about kind of the
i nnovation and growh of Fairlife. Share a little bit of
t he conpany highlights with us, if you will, please.

A Sur e.

So after many years of toiling in the desert
trying to figure out howto get, really, consuners to pay
attention to the nutrition of mlk. And, again, that is a
m ssion that we have had fromthe very begi nning of the
busi ness when we started in 1998.

Havi ng that desire, you know, we spent nuch tine
devel opi ng the technol ogy, as | nentioned, probably ten
years working with different partners out there on the
technol ogy side, working with custoners trying to figure
out howto sell it, working wth big conpanies that could
potentially get behind this and help create a brand.

Truthfully, we had no desire initially to create a
brand, because that costs a | ot of noney. And the CPG
world is littered failures on the brand side of the
business. So we initially were a technol ogy conpany in

regards to this.
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We recogni zed big conpanies don't usually go after
bui | di ng brands, so we recogni zed as a group we woul d have
to go build a brand. So we started that process, really,
initially, wth what becane Core Power today. And that
started -- that journey started around the 2011 ki nd of
timeframe, even prior to hooking up with Coca- Col a.

Then we forned the JV with Coca-Col a, and then
spent many years investing and devel opi ng products that we
felt the custoners and the consuner would be interested
in.

So we, again, initially had what is Core Power
today. We then developed the Fairlife brand to market the
ultrafiltered mlk. Then ultimately we had nunerous ot her
products and trials that we have tried, sonetines with
success, and one of themthat you still see out there is
this nutrition prinme protein, whichis a --

Q Slowit dowmn a little bit and start us with, one
of them you see there is.

A. The back right there you will see, not the ice
cream but the one in front of it, that's a very successful
product that we sell today.

And so you wll see us constantly trying new
things in the space to try to find the right kind of
product, package, price point that works for the
consuners, and it's been successful.

What | don't show here is, you know, quite
honestly, sonme of the failures that we have had al ong the

way. We have had sone. And we continue to innovate as
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ki nd of a backbone of our business. And so we'll always
try things.

And what you see are the ones that are successful
ultimately, and we continue to put noney behind them to
the point of which in 2022 we cel ebrated surpassing the
billion dollar brand mark, as M ke al so nentioned, on the
Lactaid side, which is a very -- you know, a big deal for
conpanies to be able to recognize that your brand has
presence and it's -- it becones sonething that you can put
nore and nore marketing dollars and investnents behind to
continue to support the innovation side.

Q Congr at ul ati ons.

Thank you.

How many enpl oyees does Fairlife have?

And | understand that you are here today to tel

us little bit about hedging, or a | ot about hedgi ng.

A

Q

A. We have around 850 enpl oyees.

Q

a

A. | will try to explain hedging fromwhat we do and
why it's very beneficial to our business.

Q And | woul d say throughout our hedgi ng
conversation, imagine |I'ma smart sophonore in high
school, and if we could keep it at that level, | think
that woul d hel p everyone here. W have gotten sone
education, but we're all really trying to wap our arns
around it. So if you could go to the next slide, please.

So what -- what is hedgi ng?
A Hedging really is sinply a tool or a nethod that

allows us to secure a price in the future, today. It
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allows us to know what the price wll be that we're going
to pay for the mlk.

Q And we have heard sone exanpl es of hedging. One
is a futures.

What's a futures contract?

A A futures contract is a certain quantity of a
compdity at a price at a tinme point.

So for us, a futures six nonths out fromtoday --
and we are in the nonth of Septenber, so | will call it
April, maybe |I'moff a nonth, March -- | would go out and
| would buy a future contract for a certain commodity,
call it powdered mlk, for instance, NPDM and it will be
a for a certain quantity of pounds of protein or skimmlKk
converted back out, at a certain price.

So when | buy a future, | amessentially |ocking
in aprice for that skimmlk or that -- that protein for
us. That's kind of how we | ook at the value of it, at a
known pri ce.

Q And then | see options.

What is an options contract?

A Options is another way of securing a price with a
slightly different nmethodol ogy around it. An option,
instead of locking in a specific price, | will purchase an
option so that if the price goes above or below a certain
price, | have the option to transact it and purchase it.
So |l tend to pay a small premumfor that ability to | ock
in aprice at a |ater point.

Q And practically, if I wanted to buy a futures or
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an options contract in the dairy industry, where do | go
to do that?

A The CME.

Q And can you hire consultants or get advice from
banks? Were do | find information about how to do this?

A There's a variety of industry folks that will do
your transactions for you on the CME, give you advice. It
is, what we found, the best vehicle for transparency and
price.

When you go to banks -- and not that we're against
sone of the over-the-counter potential approaches that you
go do with a bank -- but you don't have as nmuch of a
mar ket pl ace. There's not as nuch liquidity in that.
That's nore of a one-on-one transaction on, do you agree
on a price, do | agree on a price?

When you go to the marketplace, the CVE, you get
everyone's visibility on what that price is going to be.
So | can put out a price, and | can have specul ators buy
it, I can have a farmer buy it, or basically sell his mlk
to ne at that tinme from-- it doesn't matter where he is
in the country. So it allows a |large people to
participate in the marketpl ace.

Q And you say "the nmarketpl ace. "

So when we tal k about a futures contract or an
options contract, soneone has to be on the other side of
t hat contract, correct?

A Yes.
Q And so to the extent that what you are asking for
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or offering in that contract is highly specul ative, very,
very likely to happen or very, very unlikely to happen,
that can inpact how many people nay be interested in
purchasi ng the other side of that contract, correct?

A | don't know if | totally followed that question.

Q What -- there has to be soneone el se on the other
side the futures or options contract, correct?

A Yes.

Q What woul d make soneone nore likely or less likely
to want to buy the other side of that contract?

A. It depends on their financial, you know,
di sposition on what they are trying to achieve. It could
be a speculator who is deciding that I'moffering too nmuch
noney for the -- for that mlk at a tine in the future, so
therefore they may buy it because they know they are going
to be able to sell it at a price that profits them

Anot her buyer, for instance, could be a farner --
or | should say he would sell his mlk to ne, and it would
allow himto potentially de-risk his business. So, again,
if ny price is high enough in the futures world, then that
farmer woul d be incentivized to potentially sell his mlk
to me, which allows himto have clarity on what his price
is going to be -- or himor her -- and I will have clarity
on what my price is going to be in the future.
On ny side, | can now have confidence in what | do

with that price of mlk in determ ning ny marketing plans
and ny sales plans and ny capital plans, and vice versa,

the farmer on the other end can have confi dence when he
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deci des to go buy sone corn on the futures market, which
is avery liquid market, easy for himto do or, you know,
maybe make an investnent in his barn.

So it allows people to have confidence or
certainty in the price they are going to get for their
product they are selling, as well as I'"'mable to secure a
price that allows ne to nmake appropriate business
deci si ons.

Q We have heard this word "liquidity."

And tell me if ny understanding is correct. The
nore participants in the marketpl ace, the nore people
offering contracts, and the nore people wlling to accept
the other end of those contracts, the nore liquid the
mar ket pl ace; is that accurate?

A. That's what we nean by the termliquid. There are
nore participants. And vice versa, an ill-liquid market
woul d be a market in which there's few participants, and
it can be easily distorted to where it doesn't reflect
maybe a true market value. So the nore participants, the
better.

And it's -- that's what you see in pretty much
nost commodities around the world. You see it with
financial instrunents, again, oil, corn, sticking to
agriculture. And it's sonmething | think the dairy
i ndustry has done a great job facilitating in regards to
Cass Il and cheese. W're getting better in Cass |V.
But the nore participation we can get, the better it is

for all parties invol ved.
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Q And | see here you say, hedging is "not ganbling,"
it "cannot be a guess."

Tell us a little bit nore about that, please.

A. Yeah. It was -- | believe Mke shared this
earlier, it's really an insurance policy is what it is for
us on our side. So for a processor as -- if we were to
call ourselves a processor -- yeah, it's a way for us to
de-risk the potential price volatility associated with the
comodity that we're using. So it can be a ganble if you
specul ate, but we're not in the business of specul ating.

It's hel pful to have speculators in the
mar ketplace. This is why it's nice to be in a CVE kind of
a category, because it -- it helps create an accurate view
of price in the future. And so the nore participants, the
better price discovery the tool is. And that's just why |
beli eve we should, as an industry, do everything we can to
facilitate hedging in all classes.

Q And you say "price discovery."

Again, tell nme if | have this right. Does that
mean the nore people out there offering a futures contract
for Class Il at $15 a hundredwei ght six nonths from now,
as you start to see those stack up, that gives you sone
i nsight as to what everyone else in the marketpl ace is
thinking will happen to the Class IIl price; is that
right?

A That's perfect.

Q | studied very hard for that one.

And then you say, hedging is "not free."
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Tell us a little bit about the costs of hedging.

A Yeah. | nean, there's a transactional cost to a
hedge. It's -- it's not massive, but it's not free. And
it -- depending upon what kind of hedge you create, it can
have hi gher costs. Like, an option wll have a higher

cost than a future. A future is a guaranteed price that |
lock in. An option is an option to transact, and | w |
pay a premumfor that option.

So it -- you know, it doesn't necessarily lock in
a specific price, but it gives ne protection, potentially,
if the price goes up too high, | can exercise the option.
And vice versa the other way, if | were, you know, naybe
the person selling it, if it were to drop too low, | can
exercise an option to make sure | get a higher price than
what the marketplace is doing. So there are costs
associated wth it. Cbviously, there's managerial costs
associated with it al so.

By and | arge, though, it's not overly expensive.
It's a very, | think, effective tool to figure out price
di scovery into the future.

Q Uh- huh.

Wuld it be fair to say a lot of the investnent in
hedging is the internal work of devel opi ng the program
under st andi ng how best to structure those to match your
specific business, and then getting the team aligned
t here?

A. That's correct. | think there's a process of

education and then figuring out howto do it successfully.
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No one wants to go into it potentially making a maj or
m st ake and i npacting negatively the business. So there's
a process of learning. Walk before you run.

Q And does Fairlife hedge its Class | products?

A W do.

Q Ckay. Tell us a little bit about that. How does
Fairlife hedge its products?

A Sure. Again, we will look out into the future,
and dependi ng upon, kind of, you know, different needs of
the business at the tinme, we will try to secure our price
for the -- as far as we believe we have a good liquidity
| ook into the future.

"1l just kind of share the nature of the industry
fromour perspective. W believe the Cass IIl and the
Class IV and butter comobdities are pretty good six nonths
out right now. You have pretty good liquidity associated
wthit, interest, and -- that neans on all sides. And so
we tend to have nore either options or futures associ ated
wi th our volunme for the first, you know, zero to six
nont hs.

We have been very active over this |ast year to
| ook out a full 12 nonths, and we probably -- | don't |ike
to be, but we're probably market makers in sone of these
t hi ngs, because the liquidity's not all there yet. But
we' re hopeful that as nore people participate and
specul ate -- you know, outsiders of the industry, are a
part of this process -- that that continues to devel op.

The sane as if were you to | ook at a corn nmarket, or an
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oil market, or a gold market.

So we're hoping and we're participating in this
mar ket so that it can continue to devel op and becone nore
and nore liquid, and nore and nore of an advantageous t ool
for both the buyer and the seller.

Q When did Fairlife begin hedging its C ass
product s?

A In 2019, when it was allowed to be able to do it.
And | say "allowed.” You could "try" to hedge prior, but
as you will see in sonme exanples, you really can't with
t he hi gher-of because you don't know what to hedge. You
don't know if you are going to be based on a Cass IV
price or a Class IIl price, and so there really is no way
to definitively hedge and know what price you are going to
pay.

Q And when Fairlife started hedgi ng, were you
hedgi ng 100% of your mlk at that tinme?

A. No. No. Like | said, you walk before you run.

And 1'd say the first year m ght have been 10%
again, learning howto do it. The follow ng year probably
goes up to 20% | wll say this year we are | ooking to be
able to hedge a majority of our mlk. And so we are,
again, constantly using this tool and |earning how to use
this tool to effectively benefit our business.

Q And you nentioned this over-the-counter or kind of
cust om hedgi ng program

Has Fairlife ever utilized one of those types of

hedges?
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A. Not with any significance as of yet.

Q And you di scussed this problemof figuring out
whi ch cl ass to hedge under the higher-of.

So if you could go to the next slide, please.

So | have -- again, as a -- as a top-of-ny-class
hi gh school sophonore -- walk us through an exanple of how
you place a hedge to hedge your Class | mlKk.

A Sur e.

So in the current formula since 2019, we take an
average-of Class IlIl and Class IV. And I'mgoing to, for
now, just for sinplicity, limt it to the skimportion of
the mlk. And so knowing that it's a blend, or a 50/50
bl end of each Cass IIl and C ass |V conponents --

Q Sorry. 1'll stop you there.

So it's 50/50 blend because the price -- the skim
mlk price, the base Class | skimmlk price, is
cal cul ated as an average. So 50% of that value is com ng
fromlll and 50% of that value is comng fromlV, correct?

A That is correct.

Q And that's what we see here in the inages of the
cheese wedge and the powder with the Roman nuneral |V
above it; is that right?

A. The powder design is suspect. But, yes.

Q "1l speak with your counsel about that one.

And then just tell us just so we can kind of track
what we have got here. Wat is belowin the red circle
t here?

A. That is essentially saying, can | go forward and
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make a deal now with nmy custoner with sone price certainty
on ny side? And so right nowit's circled, but you wll
see in the next couple of exanples, is that can | go
forward or can | not?

And so, again, I'll just go through the nunbers
here. You can see, for Cass IIl, w'll say sone tine in
the future, I'mat $16, and so |I'm going to hedge 50% of
nmy needs at $16. On the powder side for Cass IV, I'm
goi ng to hedge 50% of ny needs at $14. And so now | have
essentially, you know, taken a -- you know, an average of
the both, and I'"'mgoing to end up with a $15 skim pri ce.

Q And with that you are able to commt to your
customer a price with the anticipation that in six nonths
you can honor a price that is based upon a $15 base
Class | skimprice; is that right?

A That is correct.

Q Ckay. So you place your hedge. You commt to
your custoner based on your hedge.

What happens next?

A. Well, we have placed the hedge, and we see whet her
or not we got it right. And it's not so nuch about
getting it right. | have confidence now wth the average
systemwhat the price is going to be. And I'll kind of
wal k t hrough how t hose mat hematics work in the next slide.

Q So even if you're right or even if you are wong,
that doesn't matter so nuch as now you have certainty that
you can honor the price you have given your custoner?

A. That's correct.
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Q Ckay.

A. And I w Il know exactly what the inpact to our
busi ness is and act accordingly.

Q Thank you.

So let's head to the next slide and let's see what

happens with your hedge.

A. So this is, again, using the average-of formula.
The actual price of Cass IIl here unfortunately went
down -- | say unfortunately because | have a farner bent
to things, too -- so it went down to $12, and -- but |
hedged it at 16. So that neans on ny hedge, | |ost $4,
because | bought it at 16, so | have |ost $4, essentially.

Q And that's over --

A Rather -- I'msorry.

Q |"msorry to interrupt. | just wanted to point
out the math.

And that's where the $16, where you placed your

hedge, right? And your $12, the difference of that is $4?

A Correct.

Q And that's what we see under the hedge gain/loss

col um.
A Yes. You will see |I |ost $4.
Now, you will see in red that essentially agai nst
the volume of mlk that | hedged, I'monly going to use $2

because it only represents 50% of the cost.
Does that nake sense for fol ks?
Q Yeah.
A. Ckay. Al right. So on the next -- the next area
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in Class |V, relative to the Cass IV price, | -- again,
ny hedge position was $14, the actual price cane in at
$18, so | actually made $4 on the hedge itself on the
future, on the position. Again, it only represents 50% of
the volune that we have commtted -- or, you know, that I
have sold. So when you net the loss of $2 of $0.50 [sic],
and the gain of the $2 fromthe O ass |V hedge,

ultimately end up with a zero difference in ny -- in ny
price that | have paid. So | end up with ny average still
bei ng the $15, which is 50% of the original 16, and 50% of
the original 14.

Q And so in this case, even though the market has
gone in different directions, you have been able to | ock
in your price?

A That's correct. | have -- fromthe very
begi nning, | knew that 50% of the $16 hedge, and 50% of
t he $14 hedge was going to give nme that base class price
of $15. And as time went on, and | sold or, you know,
realized the value of those futures |I purchased, | have

recogni zed equal offsets to those changes to where ny net

price is still $15.
Q Ri ght .
So if we can go to the next slide then, please.
A Yep.
Q Ch, sorry.
A | want to make sure people understand this slide.

Agai n, maybe stated even easier, just conceptually

for people to understand, when | purchase a contract out
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inthe future, I'messentially setting that price. And I
have set it, again, at $16. For instance, |'mgoing to go
back to this Cass IIl. The price went down to $12; |

lost $4. | hope people can kind of follow that.

Equally, | bought Class |V contract at $14, and it
went up to $18. | nade $4 on that. They offset.

And again, | just -- | know | am saying the sane
thing again, but | think sonetinmes it's good for people to
hear it twice to understand that nets out to no difference
to ne, so | have been able to lock in effectively that $16
initial price and that $14 initial price.

And, again, if | bought themequally, Cass Il
and Class |V, ny base price will be that $15.

Q Right. Thank you

So let's head to the next slide.

So this now we're under the higher-of, correct?

A Correct.

Q And you had expl ained earlier that the chall enge
of the higher-of is know ng what to hedge, right?

A That is correct.

Q And so we have the sanme exanple here, but the
probl em being that at the end of the exanple only one of
your hedges really matters; is that right?

A That is correct.

Q And so wal k us through that, please.

A. So in this circunstance, again, | bought an equal
anount of contracts of Cass IlIl and Cass IV. | bought
1l at 16; | bought Class IV at $14. You can see that in
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the higher-of the Cass Ill becones irrelevant to ne. So
the gain associated with it winds up being negated. It's
not there.

In the Cass |V you can see the price goes up to
$18. So I've lost the nobney associated with Il1, but in
IV, | still have this cost. So ny base has now cli nmbed
from$15 to $18.

Q Thank you

And because you don't know which to hedge, you are

not able to offset that fully, correct?

A That's correct.

Q And if you had hedged 100% of Class |V, you may
have been able to do that, correct?

A Correct.

Q But had you hedged 100% of Class Ill, you would be
even worse of f?

A Correct.

Q And this idea of not ganbling, is that refl ected
in this concept here?

A Yeah. | -- if it's the higher-of, I'm ganbling.
| don't know which one to hedge.

Q And so here, the $2 under the Cass |V hedge, is
that $2 you nade?

A. When you say "nmmde," what do you nean?

Q $2 benefit fromthat hedge?

A Yes.

Q Ckay. And so then I think | have one correction

Wen we're | ooking at the base Class | skimprice,
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that $18, should it be mnus the $2 fromthe hedge equal s
167
A Yes. Yes.
Q Thank you.
M5. VULIN. So I'lIl have that on the record, your
Honor, if | could read out that correction, please?
THE COURT: Yes.
M5. VULIN. So in the bottomright there's a box
that says "Base Cass | Skim" it says $18 m nus $0 equal s
$18. And it should read $18 minus $2 equal s $16.
THE W TNESS: Correct.
BY Ms. VULIN:
Q And so the point there is, even though you did
make sonme noney because 50% of your hedge was correct --
A Correct.

Q -- it's not enough to offset the | 0ss?
A. That's correct.
Q And is this why -- is this cost, even though your

| oss would be less if you guessed fully right or wong,
like, why is that still not sonething you would want to
undert ake?

A Because | no | onger have the price certainty
necessary to lock in the price with the custoner that |I'm
selling the final product to. | just don't have enough
certainty on the price. So depending upon the extremty
of the change in the Cass IlIl or Class IV price, it just
| eaves t oo nmuch open to us.

Q Is it simlar to the concept of throw ng good
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noney after bad, that you would just be taking noney you
ot herwi se could use to grow your brand, to invest, and
putting it in sonething that you just have no idea if it
will work or not?
A That is correct.
THE COURT: Let's stop for just a m nute.
Does anyone have a red pen for us to mark the
record copy accordingly?
Let's go off record just a nmonent. |It's 3:40.
(An off-the-record discussion took place.)
THE COURT: We're back on record at 3:41. W have
made the changes to page 7 of Exhibit 274. Thank you.
M5. VULIN. Thank you, your Honor.
BY MS. VULIN:
Q And so appreciate you wal king us through -- now,

this is a sinplified exanple of hedgi ng, correct?

A Correct.

Q There will be nore noving parts to this |likely?
A Yes.

Q But does the general principle or concept of why

hedgi ng under the higher-of still hold even when you add
in the conplexities of the industry and how to construct a
hedge?

A. Yes. Everything holds. The ability to hedge,
you -- it's -- it's alnobst -- | guess anal ogous woul d be,
you woul dn't hedge copper to -- to lock in a price for
gold. And -- and that's what this would be akin to. You

don't lock in a cheese price when you are buyi ng powder.
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In other words, you don't know which one is going to be
the commodity to base things on, unless it's an
average-of. Then you definitively know what you are
buyi ng. A higher-of doesn't work. | don't know what
comodity |' m buying.
Q Thank you.
Now, if we could go to the next slide, please.
We have heard sone di scussi on about the adjuster
that MG has in its Proposal 15, correct?
A Correct.
Q And | know the expl anation here of how it works,

and we have had sone of that, but |I'm hoping you can just

tell us why the adjuster with the one-year |ag, what about

that design is critical to support risk nmanagenent ?
A. Yes. So I'mgoing to back up just a bit in
regards to the desires here.

The desires here is to cone up with a solution
t hat we can hedge and the dairyman still gets the benefit
of havi ng the higher-of.

So as a buyer, we're not -- you know, we're not
trying to change the system W're -- we're basically
| ooking for the solutions for the industry.

So with that said, again, | just nentioned the
hi gher-of doesn't work for us because | don't know what
commodity to buy. Am | buying gold or copper? Aml
buying Cass IlIl or dass IV? The 24-nonth rolling

2023

adjuster and a 12-nonth | ag, soneone m ght understand, why

do you need all of that?
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|"mgoing to first address the 12-nonth lag. The
12-nonth lag is because | need to be able to go out and
buy today, 12 nonths into the future. So it's -- froma
continuum-- tinme continuum perspective, that 12-nonth | ag
is taking into consideration that |I'm going to be buying
futures 12 nonths into the future fromtoday.

Then the 24-nonth average is, what has been that
differential between the Cass IIl and Oass IV? Wat has
t hat hi gher-of been averaging? And so putting them
together allows us to know what that premumstructure is
going to |l ook |ike associated with the adjuster,
definitively 12 nonths going into the future. And -- and
that's why you need the 12-nonth |lag conbined with the
24-nont h aver age.

Q And this idea of a delay in paynent, a farmer is
still going to receive the full base Class | skimprice at
the time it's cal cul ated, correct?

A. He will, or she will, absolutely get the whole
price.

Q There's no pile of noney that's held for 36 nonths
and paid out |ate?

A Not at all.

Q And this issue of looking at this tinme period, the
driver there was nore to find a way to mmc the higher-of
formula, correct?

A That is correct.

Q And so really, the paynent price of this base

Class | skimfornmula is intended to nore or | ess be the
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sane on the day it's paid as what the higher-of would have
of f ered?

A That is correct.

Q And this idea of a dynam c adjuster, why do you
think it is nore accurate, better, inportant to have an
adj uster that changes with the nmarketpl ace as opposed to
sonething that is fixed? Because seeningly, that would be
easi er to hedge.

A. The -- it is easier to hedge. A fixed systemis
easier to hedge. And | think everyone knows we have a
$0. 74 fixed systemright now.

But there's potential aberrations that can occur
in a market, and we just witnessed that with COVID. W
had very volatile pricing that resulted in a spread that
was greater than the $0.74. And, you know, fromthe farm
perspective, they feel like they were getting -- you know,
not getting what they deserved in the higher-of.

So the downside with having a fixed $0.74 is it
doesn't change dependi ng upon what happens in the
mar ket pl ace. So the dynam c adjuster is going to -- going
to take that into consideration. So if there are sone,
you know, significant market changes that occur, such as a
one-tinme, you know, significant event |ike COVID, or maybe
there's an underlying industry change that's occurring
t hat causes one of themto be significantly -- one of the
classes to be significantly higher than the other, this
rolling adjuster will take that into consideration. And

it will be an ongoing solution for both the farner, from
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what he receives, he's going to still get -- he or she, is
still going to get the higher-of, and -- and froma
processing side, we'll be able to participate in hedging

effectively.

Wthout this kind of ability to know, again, as |
nmentioned, | need to know what we're going to hedge,
and -- and -- and the average-of allows that. The
adjuster allows the farner to get the higher-of.

So | believe this is, to ne, a very -- a very good
conprom se or a good approach that works for all parties.

Q And if we could go to the next slide.

| am not sure there has ever been an FMMO heari ng
t hat tal ked about hedgi ng anywhere near as nmuch as this
one, at |east none |I know about, and so why is it so
critical for Class | processors, and Fairlife in
particular, why are you here fighting for this? Wy is it
So inportant to you?

A. Again, if you go back froma history perspective,

i nnovation is super key for what we do. W believe we're
| ooking for ways to i nprove the industry and how we mar ket
products. But then al so, again, around this kind of price
di scovery side of it, it -- it -- having certainty in
price and consistency in price allows us to narket our
i nnovations that nmuch nore effectively.

Again, | think it's heard in other testinony,
certainly in ESL, or what | wll call value-added dairy
products, whether or not it's a dairy product -- and,

again, forgive nme for saying this, but even the non-pl ant
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stuff is in the category val ue-added dairy -- having price
consistency matters. It matters to the custoner. It
matters to the seller. It allows themto put marketing

prograns around it, pricing prograns around it, to pronote
that particular product. And so having a consistent price
matters ultimately to, | think, everyone involved,
custonmers and consuners, the -- and -- and certainly from
t he processor side.

And | believe at the end of the day, anything that
hel ps get consistency or certainty on future pricing for
the farmer is just as inportant.

Q So you say what we think of as hedging or risk
managenent on the processor side translates on the
consuner side, both the retailer and the consuner, to
price stability.

s that what your -- is that a fair summary?

A Yes.

Q And here your heading, "where should our industry
focus,"” is it that consunmer, getting that mlk to the
consumner ?

A Anything we can do to facilitate marketing our
product successfully to the end consunmer wll help the
i ndustry in |arge.

Q And consistent with this idea that hedgi ng m ght
be sonething new, at |east for Class | processors, and new
to the consideration of what we're tal king about here, |
know we recei ved sone questions about how does -- howis
this consistent with the AMAA?
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And |'mjust wondering if you can speak a little
bit to how you think processors' ability to hedge supports
the goals of --of orderly marketing.

A. Yeah. Fromwhat | understand, and |I'm not an
expert, but | have read sone -- sone of the passages
around the AMAA.  You know, a core functionality is to
nmake sure we're doing things that help -- help the
consuner side of it, as well as help stabilize pricing.
And, again, | believe the -- a futures market, an actively
participated-in futures market, is the best nmarket-driven
approach to create price stability.

Agai n, you look at other -- and it's why us as an
i ndustry over the last, call it 20 years has put a | ot of
noney and tinme and energy to develop the CVE to where it's
at, and it's been an evolution. | believe that allows us
to have the appropriate tools on all sides of the cointo
bring and create stable products for the consuner, so --

Q And when you -- this word "tools.” | l|iked that.

So in thinking about the tools that that AMAA
maybe allows for in order to encourage orderly marketing,
coul d one of those be Make All owances?

A. | don't know how Make Al |l owance necessitates any
kind of futures stability around price, so | --

Q Could it be -- is that part of the formulas USDA
uses to create an overall programthat they -- that | eads

to orderly marketing?

A | nmean, | assunme it can be. But | nean, to ne,
again, it is -- it's nore about deciding upon what a
TALTY COURT REPORTERS, INC. 6041
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future price will look like through a futures tool. So to
me, it's not necessarily the tool that's going to allow us
to have steadier prices.

Q Maybe if | can phrase it a little better

Do you think it should be part of the nunber of
consi derations that USDA takes into account when crafting
policy that neets this kind of nore general goal of
orderly marketing?

A. If -- if the goal is for, again, the AVS or USDA
to kind of help facilitate determ ning an appropriate
price in the marketplace, it can be a tool that gets used
for that.

Q And we know that Fairlife has seen a | ot of
success in recent years, and congratul ations on that.

Is it your belief that it's inportant for Fairlife
to continue to have this risk managenent tool in order to
facilitate future success?

A Yes.

Q Thank you.

M5. VULIN. No further questions, your Honor.

THE COURT: This is probably beyond the scope of
this hearing, but how did you choose what nunbers for your
hedge? Wsat did you look at? D d you just | ook at that
three -- that two years | ookback and you're rolling
forward one year?

THE WTNESS: Yeah. This -- this is an exanple.

It doesn't even -- there's elenents to this that would

make this nore sophisticated or conplicated, but let's
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just say this is six nonths out.

So we | ook at a price six nonths out, and then we
deci de whether or not we should purchase at that price.
And -- and this is an exanple of us buying an equal anobunt
of Cass Ill and an equal anount of Class |V contracts.
And so this is a relatively sinple way of explaining, you

know, what we do every day.

Now, we m ght buy six nonths out. W' IlIl buy one
nmonth out. We'Il buy nine nonths out. It depends what
our -- our kind of goals are. Utimtely we're trying to

basically de-risk anything associated with the mlk price
for us. So it could have been three nonths out or five
nont hs out or any one of those.

THE COURT: Thank you. Al right. |'msure there
are |lots of questions.

Who woul d |ike to begin cross-exam nation?

Dr. Cryan.

CROSS- EXAM NATI ON
BY DR. CRYAN
Q Thank you. Roger Cryan with the American Farm
Bureau Federation. W net a little while ago. Thanks for
comng. | think you make a great product. You took the
only flawin mlk and turned into an advant age.

And | -- what | understand from your testinony,
your primary concern is, at least in the discussion today,
is the ability to hedge Cass | mlk; is that correct?

A Correct.
Q The CME Group sent a representative to testify
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earlier in the hearing, and they said they are open to
considering a Class | futures and opti ons conpl ex.

Wuld a Cass | futures contract neet and op-
Cass | futures and options neet your needs?

A It would if |I knew the instrunents kind of behind
it.

Q If there was sufficient liquidity and it settled
against the Class | prices that you were --

A Yes.

Q Very good.

You -- you tal ked about how you turn a gallon and
half of mlk into a gallon of mlk. | presune that that
other half gallon is -- you hedge that as well, Cass IV
contracts to hedge that fortification?

A That is correct.
Q Ckay. | think that's it.
DR. CRYAN. Thanks very nuch.
CROSS- EXAM NATI ON
BY DR. BQZI C
Q Marin Bozic for Edge Dairy Farnmer Cooperative.
Good afternoon, M. Doel man.
Do you do hedge accounting?
A As a conpany?
Q Yes.
A Yes.
Q How | ong -- can you describe in a few sentences?
Li ke what was the process |like to get a hedge accounting
status for your hedging programin dairy?
TALTY COURT REPORTERS, INC.
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A. First off, I'lIl say I'mnot the expert wthin our
conpany. | have soneone in charge of our hedgi ng process,
SO -- but I wll share what | know.

We essentially have, | think a couple different

options of different groups that we use that participate
on the CME for the hedging process, and they will -- you
know, we're set up with them | think they have got al
the licenses. And then we ask themon our behalf to
transact.

Q Those woul d be brokers, right?

A That's correct.

Q Ckay. And then do you have to do a certain kind
of reporting to show that your hedges were effective?

A That is correct.

Q | f perhaps you had a conversation with your
i n-house expert, would they be able to achi eve hedge
accounting status if we were to return to the higher-of
regi ne?

A | don't even know how we would do it, because
we're not sure how to hedge that against a specific
quantity of mlk that we would be purchasing. So it would
al nost be nore specul ative at the point. So |I'mnot sure
how t he accounti ng woul d worKk.

Q You don't think that the OIC contracts could do
the trick?

A. OTC for us is a risk froma transparency
perspective. W do not believe we have the sane | evel of

transparency in the marketpl ace.

TALTY COURT REPORTERS, INC. 6045
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Q And how does your ability to -- currently -- how
does your current ability to hedge affect what Coca-Col a
would like to do with your conpany long-tern? Do they see
that as a benefit?

A Absol utely. Coca-Cola is 130-year-old business
that, froma comobdity perspective, is probably hedged out
on 80% of what they sell.

Q Wuld it be fair to say that they would be | ess
keen to invest in further potential plant investnents if
the ability to hedge were to go away?

A. Absol utely.

Q Do you have any HTST business or is it all ESL
aseptic?

A We do not have HTST busi ness.

Q And you nentioned before, in the context of your
exanpl es, that a problem w th hedgi ng under the higher-of
reginme is that the nover class changes, you thought what
was going to be Class Ill ends up being Cass IV.

Wul d you venture a guess, over the |ast decade or

so, how often does the nover class change, expected versus

actual ?

A. | have seen it recent -- well, you see it today,
right?

Q Ri ght .

A Today Cass IV is significantly higher than
Class Ill. Mybe to answer that, every -- every other
year, every year or so there's a flip-flop essentially.

Q Wuld it surprise you to learn that it's about
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one-third of the tinme, alnost every third nonth? Not --
not -- nothing -- not a switch, but |ike when you count
all the nonths, it's about one-third of the nonths that --
A Yeah. |I'msurprised it's even that frequent.
But, yeah, that's | would have guessed, once a year or so
where it kind of changes and flips fromone to the other.
Q | would like to read a paragraph fromthe
Agricul tural Marketing Act, just in case you have
insormia. It's fromthe -- apologize for the joke -- it's
fromthe -- fromthe very beginning of the Act,
declaration of policy. This is the section of the Act
when they are saying this is why we are doing this. This
is why the policy is inplenented.

And this is the paragraph 4. | understand you
don't have in front of you, so | won't ask you to validate
t he | anguage, just to comment upon, you know, as you hear
it.

And t he paragraph says: Through the exercise of
t he power conferred upon the Secretary of Agriculture
under this title, to establish and maintain such orderly
mar keting conditions for any agricultural commodity
enunerated in section 608c(2) as we wll provide. 1In the
i nterest of producers and consuners, an orderly flow of
the supply thereof to nmarket throughout its nornal
mar keti ng season -- and then | wll enphasize the | ast
phrase -- to avoid unreasonable fluctuations in supplies
and prices.

Do you believe that the reversal from average- of
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to higher-of would be inline wwth the stated objective to

avoi d unreasonable fluctuations in prices?

A. | believe that it detracts fromour ability to

hedge, which then actually makes the hedgi ng markets that

much less liquid, so | wuld say it does not help.

Q So maybe they didn't call it risk nanagenent in
1937, but they did keep in -- they were very much
concerned with fluctuations of cost to producers?

THE COURT: That's a bit of a stretch, Doctor.
DR. BQZIC. | object.
THE COURT: You may rephrase. | guess | eave out

the part, "perhaps they didn't call it a hedge," but just

go to the kernel of your thought.
DR. BQzZI C. Thank you, your Honor.
BY DR BQZI C
Q Do you believe, in your opinion, wuld the

creators of the Act prefer stability of prices to

consuners or higher anplitude in fluctuations of prices to

consumer s?

A. | think the consuner wants a steadier price in the

mar ket pl ace.

Q Based on what you heard fromthe Act, is it your
understanding that that's a policy objective as well?

A Yes.

DR. BQzI C. Thank you very nuch.
CROSS- EXAM NATI ON

BY MS. HANCOCK:

Q Good afternoon
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A Good afternoon.
Q "' m Ni col e Hancock with National M|k
Can you rem nd nme again what year you said you
| aunched Fairlife?
A 2014, | believe, is when the UFM Fairlife product

was in the market.

Q That was the initial product?

A Yes.

Q And it's patented technol ogy?

A Yes.

Q And the kind of branded prem um market value is

derived fromthe | ower sugar content and the higher
protein content.
Is that a fair characterization?

A Yes.

Q And -- and that's a -- those are val ue-adds that
are used to market and sell the product to consuners.

A Correct.

Q And for that, and for all of the investnent in R&D
that you had to -- that you had to put into this to obtain
t hat patent and those val ue-adds, you get a prem umprice
for your mlk?

A. W get a premumprice for the mlk because the
consunmer is willing to pay for the product.

Q Ckay. And that's for those | ower sugar, higher
protein attributes?

A Some of those attributes, as well as other

attri butes.

TALTY COURT REPORTERS, INC. 6049
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 28, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

Q Ckay. Do you want to tell ne what they are?

A. Packaging is significant. The price point
matters. Availability, distribution. Al significant
factors. The -- the brand inmage.

Q And the shelf |ife?

A That's anot her one. Thank you.

Q You' re wel cone.

A. And actually, probably the nost inportant one is
the flavor they get.

Q And | think that you said that -- well, let ne
strike that. Let ne say this.

What -- what are the volunes that you are hedgi ng
today? Wuld you be willing to share that?

A Not precisely. But as | shared, | think, earlier
when we started, it mght have been 5 or 10% of our vol une
initially. W have steadily increased it.

From our perspective going into this next year, we
woul d want it as much as 80% \ether or not we'll be
able to achieve it, we don't know. But |I'mkind of
sharing with you because of the significance of the
program for us.

Q Ckay. And so what is it -- what's the percent?
| f you want to get to 80% going into the next year --

A Yeah.

Q -- what is it for 20237

A W're nore than -- if | started at 10, and |
needed to get to 80, we're nore than hal fway there.

Q Ckay. So you are over 40%today?
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A Yes.

Q Ckay. And when you started at 5 to 10% what year
was that?

A Ri ght -- 2019 ti nefrane.

Q Ckay. So 40% today, and 5 to 10%in 2019; before
that you didn't hedge at all?

A. | do not believe we hedged at all. W my have
hedged a little Class Il potentially because that's a
known product that we could have hedged agai nst.

Q Ckay. And then in addition to the percentages of
the total volune that you purchase, has your total vol une
t hat you purchase al so increased?

A Yes.

Q So we're not just conparing 40% of 2019 vol une.
It's 40% today of your total vol une?

A That's correct.

Q Ckay. And so a considerable anount nore that you
are hedgi ng today than even | ast year, just based on both
your percentage increase and your volune increase?

A That's correct.

Q And it's fair to say that Fairlife has been very
successful; would you agree?

A Yes, | do.

Q | think you said -- what did you say, you just hit
a billion dollars?
A In 2021, we finished the year of a billion dollars

in N el sen sal es.
Q Ckay.
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A. So which was the billion dollar brand, so..

Q And did you also listen to the witness from Nestl e
who testified about their hedging activity on their
Cass | sales?

A | did not.

Q Ckay. And | will represent to you that she told
nme that she did not hedge anything before 2019, but now,
t oday, they hedge all of their Cass | sales.

And you would agree with ne that -- well, |
guess -- you're famliar with Nestle; is that fair?
A. Yes. | think | nentioned, | opened | was working

with them
Q And she said that they are the biggest purchaser
of Cass | in the entire world.

| s that consistent with what you know about them

as well?

A. | don't -- well, as a purchaser of m|k? Perhaps.
|"mnot sure. Froma worldw de perspective, | don't --
Class I, | only believe is in the US., sol'mnot 100%

sure how to answer that.

Q Sois it fair to say, at |east based on your use
of hedging for Fairlife and Nestle's use of hedging, that
bet ween the two of your organizations, that there is a |ot
nore buyi ng power of the Cass | products today than there
was in 2018?

A. Yeah. For sure. Absolutely. Sounds that way.
Sounds |i ke we both are actively using it, if what you

shared is correct.
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Q And even if we go back to a higher-of nover for
Class | mlk, that neans that there's a | ot nore custoners
on the market for hedging that mlk today than there were
in 2018; is that fair?

A Coul d you repeat that? | want to nake sure |
foll owed that question correctly.

Q Yeah.

Now -- you tal ked about the additional liquidity
in the market and how that neans there is nore people
willing to buy and sell products today than there were
previously in 2018.

A. In regards to Class IIl futures or instrunments or
the Class IV instrunents? |Is that what you are referring

to?

Q | think your liquidity exanple tal ked about
Cass Il and IV.

A Yes.

Q But you woul d agree --

A. There are nore people in it. Absolutely. The

i ndustry has done a good job gaining nore people in those
categories, yes.
Q And that's not just people in the industry, but as

you described it, the speculators, who are people who see

an opportunity to profit fromthose willing to buy and
sell in those class of products.
A That is correct.

Q And so today, now that there has been a narket

that has evolved in the Cass | nmarket, there's even a
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greater need for a Cass | product to be sold on the CME

than there was in 20187

A. If -- if you are trying to create another
comodity in the marketplace for just Cass I, | would say
it potentially is -- again, | don't know what the proposal
is, but I -- it can't be -- based upon the kind of the

formul ati ons around mlk and the alternative uses for

mlk, | do not believe it can be detached fromthe
Class Ill and the Class |V either.
So | would -- | don't know what you are proposing,

but | would say in a nmarketplace that has been shri nking,
Class | as a category, | would be a little bit concerned
about the future of that participation of people in the
Cass | instrunent if it were created.
For us, we like the fact that it's -- well, |

t hi nk anyone in the industry likes the fact that we're
rooted in the core of our industry, which is cheese and
butter powder. And so for us, being based on that core, |
t hink fundanmentally is correct in deciding the val ue of
the mlKk.

Q And between 2014 and 2019, how did you protect
your risks?

A Coul dn' t.

Q You didn't protect it at all?

A. No. There was -- there was not a nechanismto do
it.
Q And you were still able to grow your product
sal es?
TALTY COURT REPORTERS, INC. 6054
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A We took lots of risks. And -- and -- and there
were years you were not making any noney, that's for sure.
You're losing a | ot of noney. So we feel very fortunate
to be able to get into a position where we, you know, have
sone ability to sell our product, and we have instrunents
we can use now to hel p kind of guarantee what that price
is going to be for us when we purchase.

Q And you are not saying if you | ost noney, that it
was attributed to average -- or having the higher-of nover
in mlk, are you?

A. | am not necessarily saying it by itself was a
reason we would either nake or |ose noney, but it is a
part of the overall package of what we market and bring to
t he mar ket pl ace.

M5. HANCOCK: Thank you so much for your tine.

THE WTNESS: Thank you.

M5. TAYLOR:  Your Honor, I'msorry, ny mc didn't
turn on very fast. | think we mght need to take a
five-m nute stretch break.

THE COURT: | think we should take ten.

M5. TAYLOR. Even better.

THE COURT: Let's take ten m nutes.

Be back at 4:23. W go off record at 4:13.

(Wher eupon, a break was taken.)

THE COURT: Let's go back on record.

W' re back on record at 4:23.

You may proceed.

MR, SJOSTROM  Your Honor, | think the w tness
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would i ke to nention sonething first.

THE COURT: On.

THE WTNESS: | would |ike to nake an adj ust nent
to the notes.

THE COURT: Yes.

THE WTNESS: Referring back to the higher-of
slide, | don't knowif it's -- if we're able to pull it
back up.

THE COURT: |Is this page 7? Yes.

THE WTNESS: This was incorrectly changed. It is
accurate as it states. | apologize. But it was -- again,
"Il state it clearer this tine.

The X out doesn't nmean | didn't |lose the $2 on the
contract. And that's -- you guys probably all figured
this out already. Thank you.

The circle on the 18, | nmade nmy $2, but the net of
those is zero, so | don't have any change. And ny base
price that | thought |I would hope to try to lock in at
$15, actually is now the $18 pri ce.

Coul d have said that much clearer the first tine.

Thank you.

M5. VULIN: This is Ashley Vulin with the M1k
| nnovation Goup. | give nyself a B mnus in ny hedging
cl ass.

THE COURT: Very generous.

M5. VULIN: But |I do -- but I do have a clean
copy, and I'll make sure that the record has the correct
copy that M. Doel man had drafted.

TALTY COURT REPORTERS, INC. 6056

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 28, 2023

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

THE COURT: Ckay. | amsorry. | still need you
to explain to nme. | was |istening.

THE W TNESS: Good.

THE COURT: But -- all right. So on your -- on

your cheese trade, we know that you | ost noney.

THE WTNESS: On the cheese trade | actually nade
noney, because the price went down to $12. Again,
hedged -- | hedged 50% of 16, so --

THE COURT: Oh, so you get the 167

THE WTNESS: No, |I'msorry, | apologize. The
cheese trade is -- is -- | stated that wong.

| lose $2 on the cheese price, the mnus 2. |
apol ogi ze. So you are correct. It dropped. | lost $2.
| paid too nmuch for the cheese, essentially. | paid $16
for it, but it ended up only being worth $12, so | | ost
$4. But it's only representing 50% of the volune, so |
| ost $2.

THE COURT:  Yes.

And then you made noney on your powder?

THE WTNESS: Correct.

THE COURT: You rmade $4 on your powder, but you
get credit for only half of that?

THE WTNESS: That's correct.

THE COURT: | see how it works.
THE WTNESS: So they counteract each other. |
made $2 on the powder, and | |lost $2 on the cheese, so
net out having no difference. | don't gain any nore noney
in ny pocket in this hedging program So | -- that's why
TALTY COURT REPORTERS, INC. 6057
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it's a zero.

On the math bel ow that, that shows the actua
comes in for the powder at $18, and since it's the
hi gher-of, 18 versus 12, it winds up going into the
formula. So it's 18 mnus the zero for ny hedge program
so nmy net base Cass | skimprice is the $18.

| was thinking | was hedging it around the $15.
But because it's the higher-of, I'mincorrect. So |I have
mssed it by $3.

THE COURT: So you did this as a warning to start
wth just 5% of your volune in your hedging programuntil
you get the knack of it?

THE WTNESS: Yeah. | did explainit to you
correctly the first time. But trust us, we did hedge the
5% we did it correctly.

THE COURT: Very good.

THE WTNESS: Thank you

THE COURT: So | |ike your solution to just --
wel |, except there are lots of copies that the
Agricultural Mrketing Service tucks in its envel ope.

Do you have enough for all their record copies?

M5. VULIN. Yes. |[I'll make sure she has enough.

THE COURT: Geat. Al right. W're going to
substitute clean copies as were originally presented, and
| strike all those instructions to change page 7 of
Exhi bit 274, because we did not need to change page 7. It
was fine the way it was. Al right. Good.

Now you may identify yourself and proceed.
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MR. SJOSTROM  Thank you, your Honor. Lucas
Sjostrom Edge Dairy Farner Cooperative.
CROSS- EXAM NATI ON
BY MR SJOSTROM

Q Thank you so nuch for being here, M. Doel nan.
Just a few questions on dairy farnmer priorities,.

Are you famliar with Dairy Managenent, Inc.?

A Yes.

Q Are you famliar with dairy farnmers who serve on
the board at Dairy Managenent, Inc.? Have you had
conversations over the years with dairy farmers?

A Yes.

2023

Q Wul d you say -- what woul d you say is the purpose

of Dairy Managenent, Inc., or Dairy Checkoff, if we want
to use a different ternf

A. The way | understand it is to pronote, you know,
m | k demand, essentially.

Q Thank you.

And where would you say fluid m |k innovation

ranks on their list of things they want acconpli shed
t hrough their pronotion of sales and their trust
I ncreasi ng?

A. | don't know exactly where it rates.

Q Have you had conversations with farners there

about fluid mlk innovation?

A Recently or in the past?
Q Ever
A. Ch, no, DM was very influential in our business
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getting up and running. They were an active party in us.
They contributed sone dollars in our business as we were
starting up. And it was a very hel pful kind of backing to
have as a startup.

Q So what -- where | was getting to, would it be
fair to say in your background grow ng up on a farm
knowi ng farners, know ng our top pronotion organization in
the country, would you say that dairy innovation in the
fluid category is a high priority for the dairy farners
you have tal ked to over the years?

A. | mean, against which priorities, I'mnot sure. |
think it is inportant to them | think they would all
|l ove to see fluid mlk do better in the U S.

Q Ckay.

MR. SIOSTROM  No further questions. Thank you.

THE WTNESS: Thank you.

THE COURT: Are there other questions of this
wi t ness before -- yes, M. Mltner.

CROSS- EXAM NATI ON
BY MR M LTNER
Q Good afternoon, M. Doel man

So thisis alittle different. Fromthe tine that
Fairlife launched its Cass | product in 2014 up to 2019,
was Fairlife offering a fixed price to its custoners for
t hat product?

A When you say "fixed price," could you el aborate
upon what you nean?

Q Sure. If I -- if | recall correctly, you
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testified that it's your goal to offer those products to
your custoners on a price that's fixed or stable for a
Six- to 12-nmonth period; is that correct?

A | would use the word stable. Qur desireis to
have stable pricing for our product.

Q Were you able to offer that stable pricing from
say, 2014 through 20197

2023

A. We offered stable pricing the best we could during

t hat period of tine.

Q Have you been able to further stabilize your price

from 2019 t hrough now?
A Yes.
Q Ckay. Now, you nentioned that -- when | say
Fairlife mlk, I'mtalking about the Cass I, 52-ounce
pr oduct .
You say there's 1.6 gallons of mlk in a gallon of

t hat product, correct?

A. Roughl y.
Q Roughl y.
Is it that -- about the .6 gallons, is that the

Class IV fortification anount?
A. Roughl y.
Q Ckay. O the gallon that would, | suspect, be

Class I, it seenms to ne on average about 40% of that price

is butterfat at, say, 2% fat.
Does that sound about right?
A. It could be in that range.

Q Ckay. Are you able to effective |y hedge the
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butterfat and the Cass |V portion of your flagship

product even under a higher-of pricing nechanisn?

A. Yes. But it represents a snaller portion of
our -- like, butterfat doesn't matter, right? On the
hi gher-of. | believe it's equally used in either fornula
for cheese and for powder. And, again, |I'mgoing off of

nmenory here.

So, yeah, | think your statenment would be accurate
in regards to the butterfat portion in influence in either
one of those commoditi es.

Q And the sane would go for the fortification
anpunt, the Class IV portion, Fairlife, or any handl er,
coul d hedge that regardl ess of what the nover is, correct?

A In regards to -- are you still on butterfat or are
you on sonet hing el se now?

Q I"monly tal king about the volunme of mlk that's
used and classified as fortification.

A. Ckay. Yeah. So no butterfat is in the
fortification portion at all, so it would just be the skim
solid side of it.

Q And for those skimsolids, are you able to
effectively hedge those?

A Yes, you can.

Q Ckay. So really what -- what your -- for your
flagship Fairlife mlk, it's the skimsolids classified as
Class | that poses a hedgi ng probl em under a hi gher-of?

A As well as the fat portion with it. Wll, you are

correct, on the higher-of, but froma formula perspective,
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it should flow through. So it should be the skim side,
yes.

Q G eat.

There's been sone testinony --

A And real quick, | just want to say, | think that's
correct, but | don't have the fornmulas in front of ne to
know exactly how they carry through.

Q "1l take it with that caveat.

So the main -- fromFairlife's perspective, |
under stand your support for MG s proposal is really tied
to hedging, and that is -- that is the main benefit to
Fairlife of that over the higher-of; is that correct?

A That is correct.

Q So | want you to think to your producer world and
that part of your life. And a producer that is trying to
hedge their mlk incone, and they're in an order where
essentially it's 50% Class Ill and 50% Cl ass |IV. Ckay?

A No Class |?

Q Wll, let's assune that Cass | -- we have
i ncorporated the Cass | conponents in IIl and IV, so Il
and 1V are there drivers. Ckay?

A Ckay.

Q And t hen depooling occurs after they have hedged,
and those producers don't get the benefit of what they
t hought they hedged. At l|least that's testinony we have
heard in this hearing, that that has occurred.

We have al so heard testinony that the higher-of

hel ps to mtigate that for producers to get thema better
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benefit of their hedging efforts.

And | wondered if you had an opinion as to whether
USDA shoul d be nore concerned with a handler's ability to
get the benefit of their hedge or the producer's ability
to get the benefit of their hedge?

A | would | ove both people to get the benefit of the
hedge. | would kind of go back to your question around
the pooling side of it. |If -- if people can just decide
to be in and out of the pool, it feels like it's defeating

t he purpose of the pool froma farner perspective.

But, again, I'm-- froma farner perspective, if |
knew ny guy down the street was junping in and out of the
pool to benefit him and | only get the benefit half the
time, | would be frustrated. So | guess that's where |
woul d start.

Q So Anerican Farm Bureau Federati on and Edge
Cooperative have a proposal to get rid of advanced
pricing, which would, at least in ny estimation, all but
el i m nate opportunistic depooling.

Wuld that be a -- would that be sonething
Fairlife could live wth?

A. Not fully understanding the proposal, but as you
share it with ne, that sounds very interesting. |f that

elimnates this issue where the dollars in the pool

dis- -- don't disappear all of a sudden when it's
beneficial for one party, | think that nmakes a | ot of
sense.

So, at a high level, fromnmny perspective.
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Q And that would nean that your m |k would be priced
after the fact?
A Under st ood.

And this is where the hedging, | believe, cones in
so inportantly. And, again, | would be -- from our
perspective, you know, that nuch even nore vested in this.
| -- froma -- in our business, again, we use the hedging
to hel p have price certainty as we go into the nonths as
opposed to just waiting for it to be decl ared.

Q And then so --

MR MLTNER Well, | think that's all | have
then. Thanks very much, Tim

THE WTNESS: Thanks, Ryan

THE COURT: Are there other questions before
call on the Agricultural Mrketing Service questions?
None.

Thank you, Agricultural Marketing Service.

M5. TAYLOR: Thank you.

CROSS- EXAM NATI ON

BY MS. TAYLOR

Q Good afternoon

A Good afternoon.

Q You mi ght have hopes of getting out of here today.

A. Thank you.

Q "1l try to keep this to | ess than 22 m nutes.
Thanks for coming to testify today.

| wanted to turn first to your Power Poi nt,

Exhi bit 273, and --

TALTY COURT REPORTERS, INC. 6065
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 28, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

THE COURT: The Power Point is 274.
M5. TAYLOR: Ckay. Sure. Yes. Thank you, Judge.
BY MS. TAYLOR
Q 274, slide 6. And page 6.
| wanted to first ask, you know, in your -- |
do -- | appreciate the sinple exanples. And in your
exanpl e, the change and the difference between your hedge

position and your actual position was an offset, an even

t r ade.
What happens if it's not an even offset?
A Then we don't have an even offset. | don't know
how to --
Q So | guess ny question is, | nean, does that nake

it not as an effective hedge? Like, in this exanple one
goes down by 4 and the other goes up by 4. Wat if one
goes down by 5 and the ot her one goes up by 6?

A. It would -- it really doesn't natter on the price,
on the $16 going to 12, or the 14 going to 18. What
matters is whether or not we have the 50% ki nd of 50/50
split correct.

| f we have that wong, then the base class price,

| wll not have an appropriate offset associated with it.
Q So | did -- | took your exanple, but | did, what
if the dass Il price went down to $10. Ckay?
A Ckay.

Q So then | did your math that you did in the hedge
gain/loss colum. It went down by 10, so |I lost 6; at

50% that nmeans | really |ost 3.
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A Yep.

Q Ckay. So in this case | gained 2 on ny Cass |V
position, because it went up to 18, but | lost 3 on ny
Class Il position.

A And you left Class IV at $18?

Q Yeah.

A. Ckay. Al right.

Q | just wanted to create one exanple where the

di fferences did not equal each other.

A Ckay.

Q So |l lost 3 and | gained 2, so sonewhere | lost 1

How does that affect ny hedge position?

It seens to be worse off for you, but | need you
to tell me why that would be, where that is.

A If | take your 10 for Class IIl and your 18 for
Class IV, the actual price is $14, correct?

Q Yes.

A. But you lost 3 and you gained 2 -- yeah,
sonething's wong. It should be a plus 1 so that it
equal s the 15.

You |ost 3, you gained 2, mnus 1 -- no. No. I'm
sorry, we changed the wong -- did | take -- you still
have the hedge position at 16 and 14, correct? At the
begi nni ng?

Q Yeah. The original hedge positions didn't change.
And so as | look at that, you cane to an average base
Class | skimprice is $15. So that's what you --

A Yes.
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Q And the way you have been describing it, that's
t hen what you --
A. That's ny --

Q -- set your price to your conpany at --
A Yeah.
Q -- 15, okay.

So then | wanted to nove to what actually

happened, and | wanted to do sonethi ng where the change

wasn't -- didn't equal out --
A Sure, sure, sure.
Q -- to see how that affected your hedge.

And so | need you to wal k ne through that.

A. Let's do it together then.

Q Ckay.

A. Because -- and hopefully -- and feel free to
soneone correct nme if I do it wong, but hopefully I"lI
get it right here.

So the 16 wi nds up dropping to 10.

Q Uh- huh.

A So | essentially lose $6 of 50% so |I'm saying |
have a m nus 3.

Q That's where | was.

A. Ckay. On the Cass IV, | have it positioned at
14.

It says at 18 we're sayi ng?

Q Yes.
A Ckay. So it's -- it should, the exact sane
nunbers, right? | have a gain of 2.

TALTY COURT REPORTERS, INC.
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What am | m ssing here? | did sonething wong
her e.

"' msorry?

Yeah, but sonething's not right.

THE COURT: Ms. Wulin --

THE WTNESS: Well, 15 -- real quick -- |'m not
saying it quite right.

So the -- the -- what's -- hold on. Let's see
here. 3 and 3 should be 15 mnus 1 is $14.

THE COURT: Ms. Wulin?

THE W TNESS: Wat am | m ssing here? Soneone
needs to clarify this.

THE COURT: You may cone to the podium and hel p
us.

Pl ease, Dr. Bozic.

DR BQZIC. WMarin Bozic, Edge Dairy Farner
Cooperati ve.

So let me just first confirmthe nunbers. So we
are | ooking at the average-of exanple?

M5. TAYLOR: Yes, on page 6 of 10.

DR BOXZIC. Ckay. So we're at $16 for Class 1117

W went down to $107?
MS. TAYLOR: Yes.

2023

DR. BXZIC. So we bought at 16, we sold at 10, and

we | ost $6 per hundredwei ght hedged. W hedged only 50%
of mlk, so we really | ost $3 there.
M5. TAYLOR |I'mw th you.

DR BOZIC. On the Cass IV, we were at $14. Went
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2023

up to $18, right?

MS. TAYLOR  Yes.

DR BQZIC. So we gained $4 per hundredwei ght
hedged, we only hedged half of it, so we only won 2. So
on our total hedge portfolio we |ost $1.

M5. TAYLOR  Right.

DR, BQZIC. kay. Now we wanted to hedge 15. 10
plus 18 is 28, divided by two is $14.

M5. TAYLOR: Hold on.

Yes, the average is -- okay. |I'mwth you.

DR. BQZIC. Yeah. So on our cash side we are --
we have -- we are better off than expected by $1, so the
gains in the cash are offset by the | osses on the hedgi ng
exactly.

MS. TAYLOR  Ckay.

DR BQZIC. You' re very wel cone.

M5. TAYLOR: Thank you for that --

THE WTNESS: And thank you

M5. TAYLOR: Thank you, Judge, for allow ng that
little bit of a | esson.

THE COURT: Well, you know, until you practice at
this, it doesn't seemeasy to ne. But |'msure if you
practice, you -- you know, you do your honmework, you can
do it.

M5. TAYLOR: | wll second Ms. WMulin's coment
earlier that this has been a six-week I esson in risk
managenent, and I'mstill on 101.

THE W TNESS: Yeah
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BY M5, TAYLOR
Q So that's hel pful
A. Yeah. | apologize mssing the 10 plus the 18
di vided by two for the 14. Apol ogi ze.
Q | think even sinple exanples are conpli cat ed.
A Yep. Thank you.
Q Ckay. So that's hel pful.

| did want to ask, how does the adjuster enter

into this equation, for you as a processor? | understand
how you' re hedging 50/50 on Il and IV, so you get that --
t hat hel ps you hedge your base price. So -- how | just
want to know from -- what happens on that adjuster for
you.

A The way we have proposed it?

Q Yeah.

A O -- othe --

Q | understand how operational for howit worked in

the pricing of the Federal Order schene.

But how woul d you account for that in your hedgi ng

pr ogr anf

A It's a -- it's a known adder to whatever this base
is. It's just like a premumfor our mlk we know we're
goi ng to pay.

Q And so do you add that on to what you charge your
cust omer ?

A So, for instance, this -- this mathematics to

determne this base Cass | skim you add an adjuster to
it of $0.74 or $1 or whatever. As long as | know what it
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Is going to be, I'lIl know how to transfer that price
ultimately to the custonmer effectively.
Q So it doesn't matter to you if it's a -- | know
you support the rolling average, but --
A Yes.
Q -- it doesn't matter necessarily if it's a rolling
average or it's set for a year, as long as you knowin --
know i n enough -- in advance enough to set your price you

can do that?

A Preci sely.

it isless liquid. So the desire is to -- whatever

to ever be able to get there.

active in nine, ten nonths.

devel op that so that we have better price discovery out,
you know, 12 nonths in advance. So you're precisely
correct.

i ke the idea of having gradual changes so that the end

you know, kind of predicted in the price.

Q And fromwhat | gather right now, you are hedgi ng

program we place, it's where we're going, not limting us

wi nhdow because of the liquidity of the market, but we're

Unfortunately, like | shared, it w nds up nmaking

us market mekers sonetinme, and we're hoping to be able to

You coul d change it on an annual basis also. W

custoner and the end consuner get to see gradual changes,

out about six nonths, but you hope to get to the 12-nonth?

A. W -- we are active even nine, ten nonths out, but

And so, yes, we're nore effective in the six-nonth
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Q So, wth that thought, then, would you say,
guess perhaps a fixed adjuster mght |lead to nore of a

sudden change?

A Yes.
Q Ri ght. Ckay.
A And potentially it occurs -- and | don't know that

there's necessarily cycles for selling. W tal ked about
fluid mlk at the school earlier today, you know, spring
time or whatever. There are sone natural kind of w ndows
of selling, if it doesn't hit quite right timng-w se or,
say -- say, the industry makes -- the purchasing industry
makes a slight change on when they are purchasing, those
ki nds of changes on the annual basis mght be difficult
froma selling perspective, so dependi ng upon which
custoner you are selling to, which channel you are selling
to.

Q Ckay. COkay. |If we could turn to the next slide.

| do -- | followed the math. |'mnot going to ask

us to redo math on this. But | think one piece m ght have
been | ost when you tal ked about it earlier. Your hedge
positions offset each other.

A Correct.

Q But under this part you still -- am| correct in
assum ng, you still price the mlk to your custoner at 15,

so it's led you to a $3 | 0ss?

A. That's correct.
Q | don't know if that was clear in the earlier
di scussi on. | want to make sure that was cl ear
TALTY COURT REPORTERS, INC. 6073
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A Yes, you are correct.

Q Ckay. That's it on the slides.

A. Thank you, Erin.

Q | want to turn to page 3 of your statenent.

Under the |ist nunber 3, when you are talking
about how hedging is inportant for everyone. And here you
are tal king about farnmers and the benefits to them But
you are not talking -- or are you tal king about the
benefits to themof the fact that you can hedge Cass | or
just the benefits to themthat they can hedge however they
choose to hedge in the nmarket?

A. Yeah. Not necessarily Cass |I. But, again, the
mai n i nstrunents for our industry are Il and IV, or
cheese and powder, however you want to look at it, and
then butter. So the fact that there's nore activity in
any all of those | think hel ps the farner.

Q Ckay. And then later on you tal ked about the
i nportance of price stability and price uncertainty does
allow -- does not allow us to set prices for that long --
fluid -- for that long, and fluid processors risk | osing
shel f space to plant-based or other alternative beverage
products.

Have you experienced that? |'mjust -- lots of
people talk about that, and I'd like to get sonme firsthand
experi ence of has that happened.

A As kind of Ryan was asking earlier, we have been
pretty conscientious to try to keep the price steady,

whet her or not we nake noney or | ose noney. And so we
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were very dedicated to that early on in the business, and
we continue to be, but nowwth tools to be able to
appropriately hedge. So | think we toughed it out, you
could say, either way, to nmake sure we didn't |ose to the
pl ant - based products.

But to have the tool is -- allows us to be nuch
nore effective in being able to control that price much
nore effectively.

Q You touched on this earlier. | want to make sure
it's clear though.

Your pricing strategy, kind of pre or post 2019,
that hasn't really changed. It's just that now maybe you
are nore in the black and less in the red?

A. It allows us to be nore thorough and get a better
under st andi ng of what the total portfolio will look |ike
froma margin perspective. That's correct.

Q On page 5 in the first full paragraph, you wote,
"The historical difference" -- and here you are talking
about the $0.74 -- "won't capture the shift in the way the
hi gher-of difference could have."

| just want you to be -- nmke clear for the record
what you nmean with the higher-of difference. Are you

tal ki ng about MG s Proposal 15 there?

A. Wi ch sentence specifically so | can look at it?
Q Yep. | amin that first full paragraph

A Yep.

Q And it's the sentence -- it's the third sentence,

starts "if there are underlying shifts"?
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A. Got it. | seeit, the last -- the | ast cl ause,
“the historical difference won't capture.”
|"mbasically in that sentence stating |I'm
synpathetic to the farner they are not going to get
hi gher-of with a fixed $0.74 that isn't changing. So
that's what | call static.
Q Uh- huh
A They won't get the higher-of. They are going to
get whatever $0.74 is.
And historically over the 19 years or whatever
t hey | ooked at when they went back and did the math on the
$0. 74, that represented an average of those 19 years and
what happens between those price differences. So |I'm
synpathetic to that. So this is why I'"'moffering up a
nore dynamc way to deal with that, so that they can have
a nmechani smthat gives themthe higher-of.

Q So then on the next page, page 6, in the first

paragraph there -- and | think this goes to your earlier
point -- the end of that first sentence states, "ensure
the" -- basically the MG proposal -- "ensures that

Class | prices maintains nore consistency nonth to nonth,
but takes into account the pricing in other classes."

| s that what you are tal king about there, takes
into account nore of the current |11l and |V market because

it's dynam c?

A The -- yes. Exactly correct. It takes into
consideration what Il and IV -- what the spread is.
Q In the next sentence when you tal k about how t he
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spi kes -- the MG proposal essentially "would have raised
the base Class | skimprice in a nore gradual way, but
also with a longer-terminpact than if the price skewed in
i medi ate reaction to those changes."

And here you are tal king about what happened
during the pandem c?

A Correct.

Q | just wanted to know if you could just expand on
what you nmean there by as a "longer-terminpact."”

A. | was kind of being asked earlier to check on
this. The price could -- the higher-of inpact, the $0.74,
for instance, if the -- if the price were to go up, if you
had a hi gher-of fornmula, and we weren't -- and we didn't
have an average-of, you know, it's good for a nonth, and
then the next nonth, it -- you know, dependi ng upon which
one's there, you know, naybe it cones and falls down
beneath the $0.74, and it's actually a | ower price then,
because it's in the $0.74 kind of w ndow.

By having a 24-nonth rolling average, whatever
the -- whatever it's capturing is a steadier price. And
so over tinme, you know, the farnmer is going to see a nore
gradual change to those differences between the higher-of.
That's what I'mreferring to there.

Q And so -- and we talked -- you talk -- nost people
are tal king about the benefit of getting higher prices
over a longer tine. But you can extend that to the flip
side, it would get the cost of the |lower prices for --

A. That's correct.
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(Court Reporter clarification.)
M5. TAYLOR: -- for an extended period of tine?
BY M5, TAYLOR
Q My | ast question is on page 7, you nention, "The

Make Al'l owances and M G s Proposal 20," so --

and MG s Proposal 20 to renove the non-applicable
prem uns are exanples of updating mlk val ue

cal cul ations. ™

were supporting at | east Proposal 20 that M G has put

really go into that.

t houghts you wanted to add on that, those particular
topi cs, both Make All owances and Proposal 20, since you

mentioned it?

i ndustry wants to make sone changes with it. So from ny
perspective, we support it. If -- if that's what the
i ndustry wants to do, we support that, so..
The other kind of, you know, non-applicable
prem uns, updating, yeah, there's probably nunerous

potential exanples, that -- well, there's nothing el se |

A. Which -- which sentence are you on? \Wich page?
Q The middle -- |I'mon page 7.

A Ckay.

Q And you said, "Simlarly, updating Make All owance

forward. And | just wanted -- but your statenment doesn't

So | was just wondering if you had any additi onal

A Yeah. Specific to the nake orders, | realize the

don't really -- there isn't anything being proposed right

And since you're a nenber of MG |'m assum ng you

r TALTY COURT REPORTERS, INC.
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now, but | could see other structures -- actually there
are, later on the class differentials and stuff of that

nat ur e. But | will cone back to address those at the

time.

M5. VULIN. That's what | neant to junp up to say.

M5. TAYLOR: Perfect. | never want to | ose ny
opportunity. | don't know when people conme in and out of
this room

THE WTNESS: No. | wll conme back for everything

ki nd of non-hedge based or whatever to discuss.

M5. TAYLOR: That's it from AMS, and | beat nyself
by two m nutes.

THE COURT: Redirect.

M5. VULIN:. Thank you, your Honor.

REDI RECT EXAM NATI ON
BY MS. VULIN:
Q So just a couple quick gquestions.

The tal k about support, your support for
Proposal 15 and the hedging, | know in response -- you
said you believe hedgi ng supports consuners and producers
because it allows Cass | to grow and to hopefully capture
nore mar ket share there.

But the other side of just general price
stability, do you believe that brings any value to
producers, retailers, and consuners as well, to totally
setting aside the ability of Cass | to hedge?

A Yeah. | think in general, the nore stable the

price, again, the better it is for the consuner and the
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custoners who are buying these products. So by that

nature, | think if it nmeans that they will do a better job
pronoting the product, there will be nore pronotion
activity around it. | think that will ultimtely be

better for the producers also because it wll drive nore

demand for that product.

Q And | know you received sonme questions from

M. MIltner on advanced pricing, and you said that could

be potentially sonething you would think about.

| s the reason why that's sonething you could

consi der because you have such a robust hedgi ng progranf

A. It would be the only reason. If | -- if |

HTST operator, which | amnot, | would probably be very
concerned about how the pricing nechani smworks, unless |
had a robust systemin here around Cass | and -- and
hedgi ng.

So, again, depending upon where they are in their
journey -- | kind of shared with you, we're probably five
years into it, four and a half years into it. It takes

were an

time to develop it. So it would probably not be sonething

|"d want to junp to right away, but certainly froma

principle perspective, | -- fromny -- and, again,
an expert inthis -- this pool nethodol ogy at all,
is -- 1 think there should be sone kind of mechani smt hat

prevents people junping in and out of pools. But again,

am not an expert on that. That's speaking froma farnmer

per specti ve.

Q And so you woul d agree, given the |ack of
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w despread adoption of hedging in the HTST marketpl ace, it
i ndi cates we're probably not ready to get rid of --
A That woul d - -

Q -- the advanced pricing?
A. Yes, | would -- said another way, yes.
Q Ckay. Geat.

THE COURT: Wbuld you state your sentence agai n?
MS. VULIN  Yes.
BY MS. VULIN:
Q And just give ne one nonent to finish the
guesti on.
So given the |l ack of broad adoption of hedging in
t he HTST nar ket pl ace, you would agree with ne that it

woul d not be a good idea right now get rid of advanced

pricing?
A. | would agree with that.
Q Yeah.

M5. VULIN. Thank you. Nothing further.
THE COURT: That sparked an interest.
RECROSS- EXAM NATI ON
BY MR M LTNER
Q This will take |less than 60 seconds, depending on
you, M. Doel man.

Based on how Fairlife has constructed its hedges
for its Class | skim do you think that -- do you think
that an HTST processor would have -- woul d devel op a
programsignificantly different fromyours?

A. | would think they woul d devel op sonething that's
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very simlar to ours.
MR. MLTNER  Thank you. That's all.
REDI RECT EXAM NATI ON
BY MS. VULIN

Q In order to develop that program the HTST plants
custonmers woul d al so have to be on board, correct?

A. Correct. | think there's timng associated with
all of that to be able to nake that happen if it is the
right idea. Again, very conceptual.

M5. VULIN.  Thank you.

THE COURT: All right. Let's deal with the
exhibits. So | want to identify thema little nore fully.

| want to say that the exhibit that's marked as
273, up at the right upper corner says MG Fairlife-10,
and the exhibit that's been marked 274 has been identified
as MG Fairlife-10A

M5. VULIN:  Your Honor --

THE COURT: Your request.

M5. VULIN. | would request that those be admtted
i ntoed record, please.

THE COURT: |Is there any objection?

There is none. Exhibit 273 is admtted into
evi dence.

(Exhi bit Nunber 273 was received into

evi dence.)

THE COURT: Exhibit 274 is admtted into evidence.

(Exhi bit Nunmber 274 was received into

evi dence.)
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M5. VULIN. Nothing further fromthe MIKk
| nnovati on Group today, your Honor. Thank you.

THE COURT: Thank you.

Now, let's tal k about tonorrow.

M. Rosenbaum | bet you are hoping your two
W t nesses start tonorrow?

MR. ROSENBAUM  Well, | just have one w tness,
your Honor, which is Mke Browmn. But I'm-- | think the
plan is that he will be the first wtness.

THE COURT: Is that -- does that work that he goes
on at 8:007?

M5. TAYLOR: Yes. So on -- on the list | have
M ke Brown to go first tonmorrow. And should we finish

wi th himbefore 11:00, then Dr. Bozic will go on as next

on the list. And | guarantee we won't finish those two in

t hree hours.
THE COURT: You guarantee that we --
M5. TAYLOR W will not. If I was a betting

woman, | woul d not take that bet.

THE COURT: Which one of those is the | onger one,

do you suppose?
M5. TAYLOR: Well, that's a good question. W
shoul d bet on that.

THE COURT: Now, you al so prom sed ne that the way

we do Friday is we stop at 11:00 for lunch, and at 12 noon

we have three hours of farnmers?

M5. TAYLOR Yes. And | wanted to -- it's virtual

testimony. And | just had the list if you give ne one
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second, | was trying to find the list for everybody.

Ckay. So tonorrow we have nine farners signed up
to do virtual testinony starting at noon. And ny
apol ogi es in advance for any m spronunci ati on.

We have Joe Borgerding from M nnesota; Perry
Tjaarda from California; Cara Ayer from Vernont; Jennifer
Lawr ence from Pennsyl vani a; Heidi Fischer from W sconsin;
Spencer Frost from Wsconsin; Sinon Vander Wude from
California; Brenda Cochran from Pennsyl vani a; and Sarah
LI oyd from W sconsi n.

M5. HANCOCK: Wiat was the first one agai n?

M5. TAYLOR: Joe, and I'mgoing to spell the |ast
nane, BORGERDI-NG

| amnot sure this is the order they will be
comng in, but that's the list for tonorrow. W'I| start
at noon. And ny guess is that will take up pretty cl ose
to all three hours has been our experience, and then plan
to end the day at 3:00 p. m

THE COURT: Good. Thank you. | will see you al
tonorrow norning at 8:00. And we now go off record at
5:06 p.m

(Wher eupon, the proceedi ngs concl uded.)

---000- - -
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