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MONDAY, DECEMBER 4, 2023 -- MORNI NG SESSI ON

THE COURT: Let's go back on record.

W' re back on record on 2023, Decenber 4th. It's
a Monday. |It's approximately 8:00 a.m Eastern. W are
in our new | ocation.

| would like to read in the record where we are.
W're at the Palom no Ballroom 481 South County Road,
1200 East, Zionsville, Indiana, 46077.

Wien we stopped |ast week, we were in the mddle
of M. English's cross-exam nation, and that was of Steve
Stout. I'mhappy to resunme with that, unless there are
any prelimnary matters.

MR. ENGLI SH: Yes, Your Honor. | have a
housekeeping matter | eft over fromlast week.

THE COURT: Al right. Ildentify yourself, please.

MR, ENGLISH M nane is Chip English for the MIk
| nnovati on G oup.

THE COURT: Say it again and we'll see if --

MR ENGLISH M nane is Chip English for the MIk
| nnovati on G oup.

THE COURT: Good. That was a good test of the
vol unme, and that's good.

MR ENGLI SH:  Your Honor, |ast week we had
presented Exhibit M G 53, which was entered into evidence
as 357. It was a one-page docunent |abeled Central O der
States with a bar chart. And at the tine, | did not
have -- it's entirely ny fault -- the citation.

Pronptly thereafter we resubmtted el ectronically

TALTY COURT REPORTERS, INC. 9340
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to USDA a repl acenent Exhibit MG 53 wth the source
i nformati on, and we have not yet passed it out. So | have
a copy for Your Honor, | have the 15 copies for USDA and
then I have the industry copies. And so | would like to
have that marked and replaced as Exhibit 357 so that we
have the USDA Federal M|k Marketing Adm nistrator's
citation.

THE COURT: Al right. 1'Il let you pass it out,
and then I'lIl find out if there are any objecti ons.

MR, ENGLI SH: May | approach, Your Honor?

THE COURT: You nmay. Let's go off record.

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

THE COURT: Let's go back on record.

We're back on record at 8:04. |Is there any
objection to Exhibit 357, also marked Exhibit MI1-G or
M G 53, being admtted into evidence?

There is none. It will replace the previous 357
t hat we had.

Thank you, M. English.

MR. ENGLI SH: Thank you, Your Honor.

THE COURT: Ms. Hancock, did you have anything
prelimnary?

M5. HANCOCK: Yes, Your Honor. Just to say that
M. Stout will return to hopefully go on first thing in
the norning. He has an afternoon flight, and so we're
hopi ng we could conclude tonorrow. So we're hoping we can
conclude -- stop wherever we are, pause the rest of

whoever is on the stand to allow himto go on and conpl ete

TALTY COURT REPORTERS, INC. 9341
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hi s exam nati on.

THE COURT: Tonorrow norning at 8:007?

M5. HANCOCK: Yes.

THE COURT: Excell ent.

M5. HANCOCK: And then we'll have Brad Parks as
our next w tness.

THE COURT: For now?

MS. HANCOCK: For now.

THE COURT: Ckay. Geat. Thank you.

So | have a copy of Brad Parks' Cass | Update
testinony, and it's marked as Exhi bit NWVPF-45.

VWhat will be the nunber to be given that exhibit?

What is our next nunmber? Let's off record while we
determ ne that.
(An off-the-record discussion took place.)
THE COURT: Let's go back on record.
W' re back on record at 8:07.

2023

Ms. Hancock, | have narked the testinony that's to

be presented by Brad Parks as Exhibit 406, it is also
Exhi bit NWMPF- 45,

(Thereafter, Exhibit Nunber 406 was marked

for identification.)

M5. HANCOCK: Thank you, Your Honor.

THE COURT: Hell o.

THE W TNESS: Good nor ni ng.

THE COURT: Wuld you spell -- state and spel

your nane.

THE WTNESS: It's Brad Parks, B-R-A-D, P-A-RK-S.

TALTY COURT REPORTERS, INC.
taltys.com - 408.244.1900
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THE COURT: Have you previously testified in this

pr oceedi ng?

THE WTNESS: | have not.
THE COURT: |1'd like to swear you in.
BRAD PARKS,

Being first duly sworn, was exam ned and
testified as foll ows:
DI RECT EXAM NATI ON
BY MS. HANCOCK

Q Good norni ng, M. Parks.

Wul d you pl ease provide your business address for
t he record.

A. It's Mchigan M1k Producers Associ ation, 41310

Bridge Street, Novi, M chigan, 48375.
Novi is spelled NNO V-1.

Q Thank you, M. Parks.

Did you prepare Exhibit 406 in support of your
testi nony today?

A Yes.

Q Wul d you pl ease provide us with that statenent,
just being m ndful of your speed and vol une so that our
court reporter can take it down.

A. My nane is Brad Parks. |'mdirector of financial
pl anni ng and anal ysi s and busi ness devel opnment with
M chigan M|k Producers Association |ocated in Novi,

M chi gan.
My career in the dairy industry started 36 years

ago and has evolved into executive |evel positions

TALTY COURT REPORTERS, INC. 9343
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managi ng dairy processing plants and the custoner

rel ati onships that are associated with the business. MW
experience is primarily with Cass | and C ass |
products, along with other dairy ingredients.

The first 15 years of ny career was with Country

2023

Fresh Dairy/ Dean Foods in M chigan, where | held a variety

of positions fromplant controller to vice president of
adm ni stration. M subsequent positions have included
vi ce president of operations for a national ice cream

manuf acturer in Dallas, Texas; general manager of a

Class | plant in Wsconsin; and president of Creative Edge

Design G oup, a division of Superior Dairy, located in
Canton, Onhio. Superior Dairy was acquired by MVPA,
M chigan M1k Producers Association, in January of 2022.

MVWPA extends its appreciation to the Secretary of

Agriculture, the Dairy D vision staff, and everyone
involved in this process for holding this inportant

heari ng.

MWPA is a farner-owned cooperative established in

1916. We have nore than a thousand nenbers in M chigan,

Ohi o, I ndiana, and Wsconsin, and market 5 billion G ade A

m | k pounds per year, primarily in Federal Order 33.

THE COURT: And just to nmake sure that that anopunt

of mlk is properly captured, how nuch?
THE WTNESS: 5 billion pounds per year
THE COURT: Thank you.
THE WTNESS: MWPA operates two ingredi ent

bal ancing plants in M chigan that produce bul k butter,

TALTY COURT REPORTERS, INC.
taltys.com - 408.244.1900
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powder, |iquid dairy products, including specialty dairy
bl ends, cream and condensed m | k products.

MWPA al so operates a small cheese plant in
M ddl ebury, Indiana, and a fully-regulated Class | fluid

mlk plant in Canton, Chio. W also operate a

state-certified | aboratory at our headquarters located in

Novi, Mchigan. MWPA is a nmenber of National MIKk
Producers Feder ati on.

This testinony is presented in support of

2023

Proposal 19, update the Class | price differential surface

t hroughout the United States as proposed by National Mk

Producers Federation. | wll share comments in support of

NVPF' s proposal to revise the Cass | surface nap that has

been in place since 2000 M coments will focus on the
M chi gan and Chio portion of the M deast market.

MWPA fully supports the NMPF proposals to
noderni ze the Federal M|k Marketing Order system and

specifically Proposal 19, update the Class | differentials

t hroughout the U. S
M deast m |k market data. Review ng the changes

from 2000 to 2022, referencing Table 1 in ny testinony:

The nunber of producer farnms has declined 66% from

10,030 in 2000 to 3420 in 2022.

The nunber of Class | plants has declined by 42%

from57 plants in 2000 to 33 plants in 2022.
The Class | mlk utilization has declined -- has
declined 21% from 47%in 2000 to 37% 1 n 2022.

The uniformm |k price average was $12. 08 per

TALTY COURT REPORTERS, INC.
taltys.com - 408.244.1900
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hundr edwei ght in 2000 and $23. 45 per hundredwei ght in
2022, which is a 94% i ncrease.

M| k production, referenced in Table 2, in
M chigan, Illinois, Indiana, Onhio, has increased from
14.7 billion pounds in 2000 to 23.4 billion pounds in

2022, an increase of 8.7 billion pounds, a 59% i ncrease.

M chi gan accounts for 68% of this m |k production

increase. M chigan has increased m |k production

2023

6 billion pounds, or 106% from5.7 billion pounds in 2000

to 11.7 billion pounds in 2022.

| ndi ana has increased 2 billion pounds, or 82%
Chio has increased 1 billion pounds, or 24%
II'linois has seen a decline of .38 billion pounds,

or mnus 18%
THE COURT: Let ne stop you there. It's very

small, but | think we should correct it.

So I'm | ooking at your bullet point about Indiana,

and you nmentioned the 2 billion pounds, or 82% | just

want us to change that "of" to "or.

on page 3 of Exhibit 406, the bullet point regarding

| ndi ana, we're just going to change the word "of" to

Thank you. You may resune.

THE WTNESS: M Ik production per cow referenced

or.

So let's change that

in Table 3 increased in all four states, with M chigan and

| ndi ana seeing the largest increase of 44% and 43%

respectively. The average increase in cow nunbers

referenced in Table 4 for the four states is up 14% wth

| ndi ana and M chi gan having the | argest increase of 55%

TALTY COURT REPORTERS, INC.
taltys.com - 408.244.1900
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and 43% while Illinois had a 45% decline, and Chio a 5%
decline in cow nunbers.

Tables 5 --

THE COURT: Now, go ahead and insert what you have
i n your statenment on page 3 where you say "see Table."

The end of that sentence.

THE WTNESS: "See Table 4."

THE COURT: Thank you.

THE WTNESS: So then ny testinony just lists the
Tables 1 through 4, then |I'll continue.

Tables 5, 6, and 7 are presented showi ng data from
2000 to 2022. The growth in mlk production, cow nunbers,
and m | k production per cow for the four states has been a
| ong and consistent trend and not a one- or two-year
abnormality.

Exhibit 61 contains a data request to the USDA
that |lists producers' m |k pounds received at pool
distributing plants and partially-regulated distributing
plants by state in 2015 versus 2022. A conparison is nade
to total mlk production by state for 2015 and 2022.

Recei pts at plants located in Indiana that bottle
mlk increased by 678 mllion pounds, while total mlk
production in Indiana increased 388 mllion pounds.
Approxi mately 25% of the m Ik production in Indiana is
shi pped to other markets and pooled in Federal Orders 5
and 7.

Recei pts at plants located in Mchigan that bottle

m | k decreased by 478 million pounds, while total mlk

TALTY COURT REPORTERS, INC. 9347
taltys.com - 408.244.1900
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production in Mchigan increased by 1.5 billion pounds.

Recei pts at plants located in Chio that bottle
m | k decreased by 196 million pounds, while total mlk
production in Chio increased by 26 mllion pounds. The
decrease in bottling plant receipts in Chio was absorbed
by additional demand from Class |l plants.

M chigan m |k production nmarket. The M chigan
mar ket supports good m |k production due to the ideal
climate, abundant and sustaining natural resources to grow
the necessary feed in the region. M chigan consistently
has the highest mlk output per cowin the US., with a
44% i ncrease in mlk output per cow since 2000 referenced
in Table 7.

70% of the m Ik supply in Mchigan is concentrated
in three geographic areas, with 56% of supply located in
t he eastern thunb and central/northern counties of the
state. Four counties in Western M chigan supply 14% of
the mlk in the state. These nmain dairy farm ng regions
in Mchigan continue to expand, while other regions in the
state have experienced a reduction in mlk production.

70% of the mlk production in Mchigan is from
three regions: 33% cones from Central/Northern | ower
M chigan, in Gratiot, Cinton, Osceola -- that's spelled
OSCGEOL-A-- and M ssaukee County -- spelled
MI1-S S A UK-EE

THE COURT: Now, | appreciate those spellings, but
we need one also for the word that starts GR

THE WTNESS: Gratiot, which is spelled

TALTY COURT REPORTERS, INC. 9348
taltys.com - 408.244.1900
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GRAT-1-OT.

THE COURT: Thank you.

THE WTNESS: 23% cones fromthe thunb of M chigan
in Huron, HURON, Sanilac, S-A-NI-L-A-C and Tuscol a,
T-U S CGOL-A Counti es.

14%in Western Mchigan in lonia, |-ONI-A
Al l egan, A-L-L-E-G AN Otawa, OT-T-A-WA; and Barry
County, B-A-R-R-Y.

The M deast market had 57 C ass | processing
plants in 2000. Today there are 33 Cass | plants, a
reduction of 24 plants, or a 42%reduction. M chigan
currently has two Class | plants in the netropolitan
Detroit area and four Cass | plants on the west side of
the state, for a total of six.

The reduction of Class | plants has caused mlk to
be transported greater distances to reach Cass | plants.
Adj acent markets to M chigan have experienced simlar
Class | plant reductions. Two large fluid plants fornmerly
| ocated in Chenmung, which is spelled GCGHE-MUNG and
Huntley, HUNT-L-E-Y, Illinois, closed that had
primarily served the Class | fluid mlk market in Chicago.

Packaged Cl ass | products are now supplied to
Chicago retailers fromCass | plants located in Western
M chi gan, GChio, and Wsconsin, and I would also like to
add | owa.

THE COURT: Yes. And let's put that also on the

record copy. We're on page 7 in the mddle. So |l -- I'm
going to call it the third paragraph, the sentence now
TALTY COURT REPORTERS, INC. 9349
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ends "M chi gan, Ohio, and Wsconsin," and we wll add
"and" -- did you say |owa?

THE W TNESS: Yes.

THE COURT: "lowa." Thank you.

2023

THE WTNESS: MWPA's | argest balancing plant is in

Ovid, OV-1-D, Mchigan, located in dinton County, in
Central Mchigan, in the heart of its mlk shed.

M chi gan has experienced the addition of new
pl ants near the m |k producing counties. A condensing
mlk plant was built in Cast Cty, Tuscola County, which
iIs T-USCGOL-A in 2013, which is in the thunb region.

In 2018, a mlk RO which is reverse osnpsi s,
processing plant was built in Geenville, Mchigan to
condense mlk in West Mchigan. A new Cass | fluid and
butter powder plant opened in 2012 |ocated in Otawa
County in West M chigan. A |large cheddar cheese pl ant
opened in dinton County, Mchigan, in 2020.

As Class | plants have cl osed, additional plants
have been built close to the ml|k supply, conpeting for
the sane mlk that is being supplied to nore distant
Cass | plants. MIk in Mchigan travels south and east
to reach Cass | plants in Indiana, OChio, Pennsylvani a,
and states even further south when needed. The M chigan
M1k Market acts as a reserve source of mlk for these
ot her states.

In the past ten years, there have been four new
Class | processing plants built in the M deast market.

These new plants are in Fort Wayne, Indiana; Tipp City,

TALTY COURT REPORTERS, INC.
taltys.com - 408.244.1900
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Chi 0; Coopersville, Mchigan; and just recently a new -- a
new ul tra-hi gh tenperature processing plant opened in

Mor gant own, West Virginia. The new Indiana and Chio
plants are 200 to 350 mles further south fromwhere the
mlk supply is in Mchigan. The addition of these new

pl ants contributed to the closing of two Cass | plants in
Li vonia, which is spelled L-1-V-O-N1I-A and Evart,

M chigan, E-V-A-R-T, in recent years.

Chi o has experienced increased growh in the
demand for mlk. The new Cass Il plant was built in
Woster, WO OS-T-E-R, Chio, in 2016, and an existing
Class Il plant in Mnster, MI-NS-T-E-R, Chio, has
expanded its production capacity. And a Cass | plant in
Canton, Onio, has nore than doubled its mlk volunme in the
past ten years. This additional m |k demand has increased
the shipnments of mlk fromMchigan to Chio. M chigan has
becone the reserve supply for these growi ng narkets.

M chi gan al so supplies mlk as required seasonally
to the Southeast area of the United States. The mlk
haul i ng costs to nove this mlk to the Southeast are
subsi di zed by the m |k cooperatives in the Southeast.

The current Cass | differentials established in
2000 are not adequate to cover the increased costs of
transporting mlk to distant Cass | plants, whether that
is within the Mdeast market or outside of it. The zone
for the Class | differential of $1.80 per hundredweight in
M chi gan covers a | arge geographic territory that

stretches 525 mles fromthe northern part of the upper

TALTY COURT REPORTERS, INC. 9351
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peni nsul a of Mchigan in Marquette County, which is
spelled MA-R QU E-T-T-E, to Fountain and dinton
Counties in Central Indiana.

MWPA supplies mlk to a Class | plant in
Marquette, M chigan. The hauling cost to get mlk to this
pl ant approaches $1.50 per hundredwei ght. The NWPF
proposed change in Cass | surface maps addresses the
i nadequaci es of one differential covering this |arge
geographic area and reflects additional rates across
smal l er zones to better reflect the cost to nove mlKk.

There are nore cheese plants conpeting for mlKk
today conpared to 2000. The M deast market has three
| arge cheese plants in Mchigan, a |large cheese plant in
Eastern Pennsyl vania, and nultiple mdsized to smaller
cheese plants in Chio. |In Cctober 2020, a new | arge
vol unme cheese plant opened in Central M chigan that now
absorbs 8 mllion pounds of mlk per day fromthe M chigan
mar ket .

The current Cass | differentials are too | ow and
do not provide the economc incentive the Federal M|k
Marketing Orders intended to ensure that Cass | plants
get the mlk they need and to conpete with the increased
demand for manufacturing plants in the M deast narket and
ot her parts of the country. MIKk cooperatives and their
nmenbers end up subsidizing the cost to get mlk to C ass |
pl ants due to marketing and haul i ng costs exceeding the
current Cass | differentials. The concern is that

serving the Cass | market is not econom cally sustainable
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long-term One could conclude that it would be better to
deliver mlk locally to a | arge manufacturing pl ant,

rat her than absorbing the added cost to deliver the mlk
to a nore distant Class | plant.

M I k haul i ng market changes. MWPA contracts mlk
haul i ng services with third-party haulers to nove bul k
mlk into our plants and process bulk liquid dairy
products manufactured at MVPA plants to regi onal and
national custoner |ocations. The key conmponents of the
m | k hauling costs have all increased: Diesel fuel,

di stribution equi pnent, trucks and tankers, driver wages
and benefits, and liability insurance.

The follow ng cost feedback was from key haul ers
utilized by MWPA in M chigan and Chi o, provides insight
into the cost increases experienced in the M deast narket.

Additional rolling stock is needed today versus
2000 because of the Departnment of Transportation's driver
hours of service allowed per day revisions inplenented in
2018, and the increased distance mlk nmust now travel to
nore di stance Class | dairy plant |ocations.

New trucks require nore service to the em ssions
systens and el ectronics. This results in nore downtine
conpared to 2000.

Di esel fuel costs have increased from $2 per
gallon in 2006 to $4.40 per gallon today, an increase of
120% MVPA now pays fuel surcharges to haulers that adds
38% to hauling costs just for fuel cost increases,

ref erenci ng August of 2023. |Inproved fuel mleage per
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gal l on has offset a small portion of the fuel increases.

New EPA regul ati ons nandating fuel mleage
increases in |lower em ssions have increased the cost of a
truck due to increased use of sensors and controls.
Unfortunately, these em ssion detection systens tend to be
unreliable and have i ncreased nmai nt enance costs, which
causes additional equipnment downtine. The historical cost
of a new truck in 2009 was $96, 000; in 2019, $153,000; and
in 2023, $183,000, a 90%increase in 14 years.

The cost of a bulk mlk tanker has increased. In
2020, a standard 48, 000- pound bul k tanker cost $68, 000.
That sane trailer today costs $96,000, a 40% i ncrease in
just three years.

Anot her contributing factor to truck cost
i ncreases has been a shortage of parts along with
i ncreased demand for trucks, especially during the COVID
years of 2020 and 2021. The conbi nati on of the short
supply of new trucks and haul ers | ooking to avoid
i ncreased repairs and downti me of new trucks caused the
prices of used equi pnent to increase over the past two
years.

MWPA m |k haulers indicate that liability
i nsurance costs have increased significantly in the past
five years, driven in part by the increased cost of
equi pnent .

Driver wages have increased to obtain and to
retain qualified drivers due to a national driver shortage

t hat peaked in 2018, triggered by the hours of service
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i ncreased restrictions.

Medi cal benefit costs have increased 30% si nce
2016.

Travel i ng out of M chigan generally involves the
use of toll roads and sonetines special road permts. An
exanple of toll road costs for Mchigan to C evel and,
Ohio, is $64.00 roundtrip, or just under $0.13 per
hundr edwei ght .

MWPA mi | k hauling costs for July 2023 to transport
mlk frommd-Mchigan to Eastern Chio was $1. 60 per
hundr edwei ght, per 100 mles. This cost includes Chio
toll road fees that adds $0.05 per hundredwei ght, per 100
m | es.

Farm Costs/M Ik Quality. Custoners that buy
Cass | and Cass Il mlk have increased their quality
standards for m |k and have increased their requirenents
for mai ntaining sustainability, environnmental, and ani nmal
wel fare prograns. Wile we support these efforts, we
recogni ze these prograns conme with additional costs.
Custoners increasingly discourage us from supplying them
with route mlk or commngled | oads of mlk. Custoners
prefer to receive a single load of mlk froma single
farm

Cust onmer requirenents for somatic cell counts,
SCC, are nore likely to be in the range of 150,000 to
180, 000, and not the 350,000 contained in the Federal Mk
Order | anguage. To achieve lower SCC mlk, the

cooperative has a quality prem um program where sonatic
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cell count prem uns and deductions in addition to the
Federal Order SCC adjustnents conputed in the producer pay
price are paid to producers.

MMPA pays nodest volume premuns to large farnms to
recogni ze the marketing efficiencies associated with
single-farmloads. This adds cost to supplying the
Class | market that are not paid for by Cass | handlers.
The additional mlk quality and volune prem uns paid to
producers exceeds $0.50 per hundredwei ght.

An exanple of the cost of achieving |ower somatic
cell count mlk. Cass | plants demand mlk with SCC
val ues bel ow 180, 000. 2023 year-to-date 40-pound bl ock
cheddar cheese price was $1.80 tines .005 adjuster, equals
. 0009 per thousand somatic cell count adjustnent rate.

THE COURT: | need you to read that again, if you
will. So we're on top of page 12, and just start there.

THE W TNESS: 2023 year-to-date 40-pound bl ock
cheddar cheese price equalled $1.80 tinmes .0005 adjuster,
equal s . 0009 per thousand somatic cell count adjustnent
rate. A base somatic cell count of 350,000, |ess 180,000
actual, equals a target somatic cell count reduction of
170,000 tines .0009, equals $0.15 per hundredwei ght.

Active participation of dairy farners in ani nal
wel fare progranms such as Farners Assuring Responsible
Managenent, or FARM that certify animal welfare
condi ti ons.

Enrol Il ment in environnental sustainability

prograns includes defining a plan, tracking, and reporting
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the results.

Achi evi ng neani ngf ul changes requires capital
i nvest ment and additi onal resources.

The price nmechani sm avail able to producers to
recover these cost increases to serve the Class | narket
is the Class | differential. Farnmer cooperatives and
their menbers end up absorbing costs not covered by the
Class | differential.

Table 8 lists the past five years of the annua
average producer price differential that denonstrates the
| ow or even negative value the M deast Federal Order 33
mar ket pool has paid versus the base Class IIl price:

2018, average was $0.60 per hundredwei ght; 2019,

t he average was $0.26 per hundredwei ght; 2020, the average
was a negative $2.31 per hundredwei ght; 2021, average
negative $0.38 per hundredwei ght; and 2022, average $1.21
per hundr edwei ght.

Tabl e 8, M deast Producer Price Differential is
listed. The current Class | differentials do not provide
sufficient econom c recovery for producers.

The retail |andscape. The retail |andscape has
changed in the M deast market whereby national retailers
such as Walmart, Samis C ub, Costco, Al di, Meier, Kroger,
and Target have displaced | ocal independent stores. O her
national retail chains such as A&P, Kmart, Safeway,
Dom ni ck's in Chicago, which is adjacent to the M deast
mar ket, have exited the market.

Retailers selling Class | m |k products have
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consol i dated. They have nore | ocations that cover |arger
geographic areas. This trend has served to put downward
pressure on Cass | margins for Cass | plants that, in
turn, puts pressure on farmer cooperatives in the
over-order premuns they are able to charge O ass |

pl ant s.

Class | over-order prem unms peaked in January 2012
at $2. 37 per hundredwei ght, net of any performance credits
to buyers. The base prem umwas $1.25 plus an rBST-free
prem um of $0.90, plus a fuel surcharge of $0.22.
Over-order mlk premuns slowy eroded from January of
2012 as rBST-free premuns were elimnated and buyers
becane nore aggressive in prem um negoti ations.

The | ow point cane in January of 2018, when mlk
prem uns dropped to $0.30 per hundredwei ght. Over-order
prem uns for Septenber 2023 are $1.05, plus a fuel
surcharge of $0.26, or $1.31 per hundredwei ght.

More retailers operate fluid mlk plants today
than in 2000 in the M deast market. The M deast market
has three -- has three retailers who operate six
processing plants. In 2000, there was one retailer
operating three processing plants. The large retailers
can offer farmer cooperatives large m |k volunes because
of their expanded geographic footprint and increased
nunber of retail locations. The offer of large mlk
vol une tends to put downward pressure on over-order mlk
premiuns in the market. Increasing over-order milKk

premiumtoday is nore difficult than it was 20 years ago.
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The proposed adjustnents to the C ass |
differentials would provide for a fair and uni form system
of change.

Summary. I n summary, the proposed new C ass |
differentials across the market would provide for a fair
uni form system of change, but would not be influenced
negatively by an individual Cass | plant's unwi |l ingness
to pay these costs.

Class | differentials across the United States are
out dat ed and need updating to reflect the market changes
t hat have occurred since the |ast update in 2000. The
NVPF' s proposed change in Class | differentials does not
attenpt to capture all increased costs identified, but
strives to achi eve a bal anced approach of updating the
Federal Mk O der systemand its inplenmentation.

Your hard work and expertise as you consider this
important matter for the good of the dairy industry is
appr eci at ed.

THE COURT: Ms. Hancock, this is a remarkable
docunent, and | need a five-mnute break. So only five
m nutes. You may nove around, stretch your neck, but
don't go very far.

W'l | go back on the record at 8:53.

(Wher eupon, a break was taken.)

THE COURT: Let's go back on record.

W' re back on record at 8:54.

And, M. Parks, as | said before we took our

break, this is a remarkabl e docunent. You covered so nmany
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different things that are so helpful, and | appreciate it.

THE W TNESS: Thank you

THE COURT: Thank you.

Ms. Hancock.

M5. HANCOCK: Thank you, Your Honor.

BY Ms. HANCOCK:

Q |"mgoing to try and be able to read nmy notes now.

M. Parks, | just have a few -- a few fol |l ow up
guesti ons based on your testinony.

We have heard a nunber of questions in the | ast
week or so about whether there are deficiencies or -- in
the nodel that you are -- that you are accounting for in
your area. Can you tell ne what -- what your observations
are based on the nodel results that -- that you saw for --
as it compares to your area?

A So we took the bottle and evaluated in what our
market is like, where the mlk is produced at, and where
the mlk needs to go. And so, as | outlined, we tried to
i ncorporate -- or did incorporate the information that we
live with every day in terns of how do we nove m |k and
where do we nove ml Kk

And transportation costs have increased. The
pressures that we get fromour mlk haul ers every day was
at the forefront of our mnds as we | ooked at this.
Traffic congestion in the area. And we've just got |arge
m | k producing areas in the state that that m |k noves out
of state for a variety of reasons. And as we | ooked at

t he nodel, we incorporated those things and -- and, you
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know, | ooked at naki ng adjustnents based on that | ocal
i nformati on.

Q And those itens that you just discussed, are those
things that the nodel did not fully account for, in your
observations?

A Correct.

Q So you are applying your own | ocal and regiona
know edge and experience in actually nmoving mlk in the
area to nmake sure that the changes that you -- that you
supported for National MIk reflected those | ocal and
regi onal considerations?

A. Yeah. And we just -- you know, things like -- you
know, we've got supertankers in M chigan that nove mlk
t hat hol d 100, 000 pounds of m |k versus 50,000. Well,

t hose tankers cannot go out of state in M chigan w thout
special permtting fromthe other states that has to be
set up ahead of tinme, and there's substantial fees to do
that. W've got Amish mlk in the southern part of

M chi gan and Northern Indiana that can't go to every
plant. We've got increased Cass | custonmer demands for
fluid mlk for higher quality.

And so | think there's an assunption in the USDSS
nodel that assumes that all mlk can go everywhere. It
cannot, based on the custoner demands and pl ant denmands.
W' ve got hauler Iimtations that not every hauler is
willing to go anywhere and everywhere. W have got driver
short ages.

And so we constantly are challenged with, where
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can mlk go? | need to nake adjustnents. | don't have
haul ers. There's just a | ot of requirenents today that
just did not exist in 2000.

Q When you -- when you had nentioned that you have
custoners that have different standard requirenents, if
you have two custoners and they each have different
standard requirenments, does that nmean that m |k cannot be
commingled in a truck?

A Yes. So one of the -- one of the | atest demands
of these retailer plants is the demand for a single | oad
of mlk froma single farmand not comm ngled m |k com ng
fromnultiple farns. This is a requirenent that adds
restrictions on hauling and -- and that we just have to
manage t hrough today.

Q And |I''m wondering in the work that you did, you
had nentioned that you | ooked at alignment of the
different locations. |'mwondering if you could talk
about alignnent and how t hose | ocal factors played into
the relativities that you put in place, or that you
supported in your areas.

A So ny role was a supporting role to the National
MIk's task force, and specifically |ooking at M chi gan
and Chio. And so, you know, we just |ooked at the
starting point that the nodel was at. W just felt |ike
we have a lot of mlk in Mchigan, that mlk noves -- the
only place it can nove is south because of the G eat Lakes
that surround us. And so that m |k noves south. W have

good experience and nunbers when noving mlk to Chio and
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| ndi ana and what that cost is, and we just felt like the
slope of these Cass | differentials needed to increase
going from Northern M chigan south to reflect the cost and
t he actual occurrences today that happens when noving mlk
to these southern markets.

M chi gan used to have, you know, a ot of O ass |
plants in every market where the mlk was. Today those
plants are gone and this mlk has to nove south. And
SO -- so that's -- that was the big factor to ne that was
a difference in the USDSS nodel that we adjusted for.

And then we tried to snooth out that slope. And
so, as | nentioned in ny testinony, today M chi gan has one
Class | zone differential of $1.80 of hundredwei ght that
goes from Northern Mchigan all the way to Huntington,
| ndi ana.

Well, what we tried to look at is inplenenting
multiple zones to reflect the cost to nove that mlk
rather than a 525-mle distance, we built in |ogical
trans- -- you know, increased Class | differentials to get
that slope is what we did.

Q So even with the work that we're doing, that your
teans did on that alignnment and that, the adjustnents that
were proposed, it was to not just account for the
| ocations today, but to allow a nore nodernized price

differential systemthat would allow it to be used in the

future as well if there are further changes in plants and
| ocations?
A. That's correct.
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Q And back in order reform the npdel was used, but
it didn'"t -- it didn't have the capabilities of providing
data output for all of the counties that it does this
time. And the nodel results this tinme provided results
for all 3100-plus counties.

Is that -- is that part of why all of those
counties were now taken into account by National MIk's
task force?

A. Yeah. The nodel today that we used was just nore
sophi sticated, there's nore data, and we were just able to
| ook at it county by county. So, yes.

Q And when you say the nodel today is nore
sophi sticated and it has nore data points, does that nean
that it -- it can, by itself, accurately set price
differentials on the nodel al one?

A. No. | nean, that -- we just didn't feel that the
nodel could incorporate all of the local issues that arise
and that exist. Sone of that | have already nentioned.
It's just the nodel doesn't do everything, and so we just
felt applying that | ocal know edge and maki ng those
adjustnents reflected reality today.

Q On page 9 of your testinony you tal k about a
concern that serving Class | nmarkets is not economcally
sustainable long-term and that it could be concl uded that
it would be better to deliver to mlk markets locally for
t hose | arge manufacturing plants rather than absorbing the
added cost to deliver mlk to a nore distant C ass |

pl ant .
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It nmade nme wonder about sone of the questions that
we have heard about: Can't we just let the natural market
conditions fix the pricing? And you tal ked about
over-order premuns in your testinony as well and how
there's nore recently been sone pressure on over-order
prem uns.

"' mwondering if you could tell us about who it is
that that pressure is put on in those declining over-order
prem uns.

A So, yeah. It's interesting. So earlier in this
heari ng, one of our nenbers at Mchigan M1k, Ken Nobis,
testified. H's farm happens to be eight mles fromthe
cheese plant, the new cheese plant in Mchigan. And he
testified on record that he -- he looks at it better off,
“I'd rather ship ny mlk to that cheese plant than even
shipit to Western M chigan to Gand Rapi ds," because of
the additional hauling cost that he feels, he just does
not get -- he doesn't get recouped for that cost to hau
that m k.

And so we've got this challenge in Mchigan with
t hese other plants that just seemto be economcally nore
viable than serving a Cass | plant in a distant market.

Part of ny role at Mchigan MIk is financia
anal ysis and planning. Qur role is to get the greatest
val ue of mlk for our nenbers.

And so ny concern, and really why |'mhere, is |
have a concern that serving the Cass | market, yes, mlk

is getting everywhere it needs to today, but we sit in our
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offices, in our neetings, and | ook at other opportunities
that woul d better serve our nenbers. And | got to tell
you, serving a Class | plant is falling down the list of
options very rapidly.

W' ve taken our plant in Mchigan, in Constantine,

a butter powder plant. W have actually converted that
now to a demand plant. W produce UF m |k, and we run
that plant seven days a week. W no | onger bal ance; we
don't run powder; we don't run butter. W have converted
that plant. W' ve nade changes to better serve the
nmenbers of our cooperative.

And unless these Class | differentials are
updated, |I'mjust concerned that, yeah, our nenbers are
going to be happy shipping mlk to a cheese plant ei ght
mles away than a Cass | plant in Indiana, GChio, and
sout heast portions of Chio and Pennsylvani a, because the
econom cs are just not there.

Now, when we | ook at Class | plants and the
addi ti onal demands they put on mlk, basically all Cass |
pl ants have | earned that getting the shelf life up on a

gallon of mlk is advantageous. And what does it take to

does that drive? It drives nore on-farm better quality,
| oner standard plate count results.

Plants are | ooking at specific farm sanples, and
they are very quickly to call you up and say, exit that

farm the quality is not where we want it. And so that

M chi gan, which is in Southwest M chigan. That used to be

get shelf life up on mlIk? Inprove mlk quality. So what
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just creates additional chaos. W got to do sonething
with that mlk. W got to find replacenent mlk for that
Class | plant.

So over the years -- and we get it. W understand
the benefits of inproved mlk quality. But that -- those
costs just are not reflected in the Federal Order system
and that can be recouped out of the system

And so | have al ways had the opinion that the
Federal Order exists to nore efficiently market m |k and
get mlk to where it needs to be. And if we just leave it
up to the market forces, it creates inefficiencies because
of the demands that these plants place on a cooperative
organi zation to get mlk to where it needs to be.
Over-order prem uns, the pressure is down, you just can't
recoup that price.

So we feel like the Federal Order systemis a
better opportunity to create stability and, |ike an
econom ¢ base that's there, that supports the cost
recoupnent for the farners.

Q So if | can just maybe distill down the
expl anation that you gave.

Is it fair to say, then, that dairy farners are
not in a bargaining power position that would all ow t hem
to negotiate over-order prem uns that would cover those
added costs?

A That's correct. | nean, very sinply, what happens
I's, you know, in our market, co-ops get together and we

try to tal k about prem uns, and can we i ncrease prem umns.
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But you always seemto have the case where sonebody's got
a single plant with a contract that, oh, | have got a
contract for six nonths, and I amnot able to get it
changed right now. Nothing is ever in sync wwth all of

t hese custonmers with the different cooperatives, and that
just creates a challenge and difficulty going to the

mar ket with an over-order prem umincrease. You just
can't get everybody on the sane page to inplenent it.

Q And you had nentioned that either the C ass
custonmers now are asking for higher quality standards that
lets themextend shelf |ife and other quality factors that
wi Il help themconpete and sell their product as well.

Are those costs borne by the dairy farners in
order to achieve those quality standards?

A. Yes. So, you know, we -- we pay a quality prem um
to our nenbers in order to achieve, you know, increased
quality. And actually, we inpose penalties as well for
| ower-quality mlk as an incentive to have higher quality.

Wel |, what does that nean? W have got a nenber
services teamthat visits farnms, that hel ps our nenbers
with quality, with on-farmchallenges with quality. So in
order to achi eve these higher quality standards, we have
got nore visits to farns to help with quality, we have got
nore inspections with mlk tankers, we have got nore
testing that our |ab does to provide feedback to the
menbers to ensure that they have quality. The incentives
that we pay our nenbers are about $0.50 per hundredwei ght

to get that quality mlk that we need.
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Q Do you know i f that $0.50 per hundredwei ght makes
them whole for all of the costs that they incur in

producing the mlk that can service the Cass | fluid mlk

mar ket ?
A | would say that there's additional costs that do
not get absorbed with our nenber services that -- you

know, we have got the Class | differential is really it to
get that added value out of the market. So, no, we do not
recoup all of the costs that -- that the new O ass |
demand pl ants place on our nenbers.

Q And there are also continued costs that dairy
farmers have to absorb just in maintaining their Gade A
quality standards as well; is that right?

A Yes. It's, you know -- we -- we have heard the
termhere Grade A plus, and we | ook at it the same way.

We are constantly | ooking at inproving the quality of our
m | k and working with our nenbers, and there's just a cost
associated with that in order to do that.

Q Your testinony also tal ks about the bal anci ng that
continues to occur at your cooperative and ot hers.

" mwondering if you could provide any, to the
extent you are confortable, if you could provide any of
t he bal ancing costs that you have been able to identify?

A. So in our -- in our cooperative and in -- we

bal ance our mlk with skim powder, nonfat dry m |k powder

| should say, and -- and butter. And so it's just --

bal anci ng costs today you -- you know, a week ago was

Thanksgi ving. W had about 7 mllion pounds cone back at
TALTY COURT REPORTERS, INC. 9369

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 Decenber 04, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

our plants during that week because of the holiday and
custonmer plants that shut down and don't need the m K.
And so we -- we know ngly go through that week know ng
that we're going to nake a | ot of powder and a | ot of
butter and put it in storage, and we're going to | ose
noney on that eventually. Really on the powder.

And so we try to average that out and bal ance that
as best we can. But | think our bal ancing costs today, |
woul d say they go up and down, and sonetines the market
forces cone into play and can benefit you, but they easily
exceed $0.90 a hundredwei ght overall in our mlk, and wll
approach on average $1.50 to $1.75 a hundr edwei ght
bal anci ng cost because of the market conditions when you
can sell that product.

Q And when you were -- we were tal king about the
pressures that are put on farners' ability to negotiate
over-order premuns. |f one plant refused to pay an
over-order prem um does that have an inpact on areas for
beyond the | ocation of that single plant? Does that
i npact other areas as well?

A Yeah. Definitely it does. Everybody knows, seens
to know when -- when a single plant is not willing to
accept prem uns, and you just cannot -- you cannot pass
premi uns on at that point if -- if everybody's not onboard
with an increase. So that -- premuns -- prem uns can go
down very quickly and easily, and they go up very
difficult and slowwy. And so it's definitely a chall enge.

Q And if one of the objectives of the Federal Order
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systemis to help neutralize that -- that unequa
bar gai ni ng power position, would raising the differentials

hel p achi eve that bargai ning power that we just talked

about ?

A Yeah. | think we just look at it as it takes out
the issue of a single plant not willing to participate in
a prem umincrease that inpacts the whole market. It
just -- it takes that el enent away.

Q Ckay. Thank you, M. Parks, for your testinony.
M5. HANCOCK: Your Honor, we woul d make him
avail able for cross-examnation at this tine.
THE COURT: Thank you, Ms. Hancock.
CROSS- EXAM NATI ON
BY MS. VULIN:
Q Good norning, M. Parks.
A Good nor ni ng.

Q My nane is Ashley Vulin. [|'man attorney for the
M Ik Innovation Goup. |It's nice to neet you.

A. Nice to neet you

Q So | want to start -- and | have ny phone up here
as ny flashlight -- I'mnot doing anything el se, |
prom se.

So | want to start with the University of
W sconsi n nodel and kind of your work and participation in
the red pencil or colored pencil crew. So | didn't see
any di scussion of that in your testinony.

Did you participate in any group in -- that

managed the red pencilling of those results?
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A. Yes, | did.

Q Can you tell me about that, please?

A. Yeah. So we were involved -- really Dr. Eric Erba
was kind of the lead in our area, and then Jeff Sins from
a national standpoint. But we -- we provided |ocal input
into the Cass | differential changes. W | ooked at our
mar ket s and | ooked at every county and nade
recomendati ons up through our group in terns of a
proposed change as we | ooked at this proposal.

Q And were you involved at the outset or did you
conme in kind of mdstream as sone others did?

A. You know, | cane in at -- at the beginning. | --
you know, there was a -- there was a task force above ne,
and | got brought in early on, but kind of as a
sub- supportive group for Mchigan, Chio market. But | was

i nvol ved early on, yes.

Q Did you participate in the selection of the anchor
cities?

A | did not.

Q That was done before you got involved?

A Yes.

Q And so your role, you said, was to provide | ocal

i nput for M chigan and GChi 0?

A W | ooked at the whole market, the Federal
O der 33, the Mdeast market. So it would be M chigan,
Chi o, Indiana, Western Pennsyl vania, and then West
Virginia to the southeast.

Q And you have tal ked a | ot about M chigan. And I
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went and | ooked at the proposal and conpared it to the
aver age.

And it looks like in M chigan, NMPF s proposal
decreases the differential fromwhat the University of
W sconsi n nodel had, correct?

A Correct.

Q And what were the reasons or principles you
applied in order to determ ne that a decrease was needed
in Mchigan?

A So a few things. So obviously we | ooked at the
abundant supply of mlk in Mchigan, and, you know, where
the markets are at and the cost to nove mlk. And so we
just -- looking at our own nunbers, we just felt |ike the
differential did not need to be as high as it was. Really
nore reflecting on our actual experience, and we didn't
spend a lot of tine trying to look at, well, why is the
nodel like it is? W sinply were interjecting facts that
we knew and |ived with every day.

And the other objective, | think, we had going in
was the fact that m |k does nove north to south out of
M chi gan, and we had this one big zone of $1.80 that we
felt needed to be corrected that we know we needed to get
a larger slope or an increase as you went south in the
Class | differential. And so we built that into our
reconmendation. It was a key factor.

Q And did the original nodel results have a slope in
it or was the problemcreated when devi ati ons were nade

fromthe nodel in other areas?
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A. The original nodel -- the nodel does have a sl ope.
W just felt to reflect | ocal market inpact that it needed
to be greater.

Q And there was a | ot of discussion in your
testi nony about the challenges that farnmers face in
M chi gan, the costs of manufacturing -- or of producing
mlk at a certain quality level, the transportation costs.
And 1'Il be honest, it sounded |i ke we were headed up,
right, with all of that discussion? And so it's been
difficult for nme to match that up with the fact that, in
fact, you are decreasing the differential in M chigan.

So why is that? How do | -- how do | harnonize
t hose?

A So | think | started out, and | reflected on the
same thing. And so when | first prepared ny testinony, |
was com ng froma standpoint, well, | felt like I m ght
have had to explain sort of the whole, how did we end up
where we end up with? And so -- so there's a couple of
t hi ngs.

We go from 2000, where the current rates were set,
to today. So we were trying to reflect |ike, well, what
happened in the market? How have costs changed?
Basically just trying to lay out the facts. And so, yeah,
it shows that costs have gone up, hauling costs are up,
equi pnent is up.

But at the sane tine, as you indicate, we have got
this USDSS nodel that was at a higher point that we

adj usted down. Frankly, we didn't spend a |lot of tine
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worrying about that. W were nore focused on getting the
nunbers right and interjecting what we felt were our
true -- you know, our hauling costs and what we experience
in the market, and we just happened to end up at a | ower
point than the nodel. W actually thought that was a good
thing, and so didn't really dwell on it a whole |ot.

We just were nore concerned about the overall map,
t he sl ope, and we were conscious of going fromone county
to another that we didn't want to see a big junp that
woul d create, let's say, new inefficiencies or new
unconpetitive issues. W were conscious of | ooking at
where the plants were | ocated and were nore focused on
that in ternms of ending up with our final recomendation
was the process and the m ndset that we had as we went
t hrough it.

Q Sois it fair to say, then, you got the USDSS
nodel results, and you didn't take that as the next step
and then deviate fromthere. You kind of referenced it,
but went back to what you i ndependently thought the val ues
shoul d be; is that accurate?

A Yeah. So we had anchor cities that were
identified, even fromthe original nodel that we |ooked to
try to keep in place, and then we adjusted fromthere.
Then we even had nore nmarket conparisons within our narket
to build in logic, and still trying to keep that overal
original USDSS price, you know, relativity or conparison
price alignment in place based on the original nodel.

So we tried to incorporate all of that. But at
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the sane tinme, factoring in the information that we had.
And that's what resulted, obviously, in sonme adjustnents.

Q And I'mjust trying to track the process, right?
So that | can say they did X, and then Y, and then Z, and
here's how we got the nunber.

So is it accurate to say that the anchor cities
drove your ultimate differentials in your region nore so
t han t he USDSS?

A Vell, we started with the USDSS i nformation, and,
for exanple, we | ooked at Chicago as a key market conpared
to West M chigan. W |looked at Detroit as a market. W
| ooked at C evel and and Sout heast OChi o, because we really
knew what our costs were to nove mlk there. And the
ot her co-ops in our group had sane information about the
pl ants and the markets that they served.

And so it was a conbination of starting with the
anchor cities, and then naking those adjustnents and
conpari sons between, you know, between the ten city
pairings that we did. And we nmade adjustnents that we
said, hey, it doesn't nmake sense that a Fort Wayne ought
to be this different from say, Indianapolis or Detroit.
And we went through just a nore detailed review of the
mar ket is where we ended up at the changes that we nade.

So it really -- yeah, it cane down to the
conpari sons of the |local markets and the -- and the ten
city pairings that we did.

Q And you say detailed review of the market.

What were the specific factors that you consi dered
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i n each market that drove how you set the differential for
t hat county?

A. Just where the mlk was com ng from what does it
take to serve that market. Traffic issues and congestion
in, let's say, Detroit. Wstern Mchigan's got
| ake-effect snow that conmes into play in certain parts of
the year. W have got local information from our haul ers
on cost to serve our market and what does it take to nove
mlk. And all those things conme into play.

Demands of a Cass | plant, there is -- there's
certain restrictions on receiving hours at plants. And so
we tried to factor all that know edge in. But at the end
of the day, it was, what does it cost to get mlk to a
mar ket that we know today? And that's what we factored in
in terns of, you know, what those adjustnents should be
based on.

Q So you said -- | just -- | want to distill it down
further.

So costs of serving a market. What is that? |Is
that the cost of fuel? The cost of the truck? The wei ght

| oads of road? Can you tell nme the specific factors that

make - -
A Sur e.
Q -- the cost of serving a market?
A. Yeah. [It's -- so froma mlk hauling standpoint,

it's cost of equipnent, cost of driver, benefits, you
know, what does it take, repair costs, fuel costs. And

so, you know, we take all that and | ook at, you know, sort
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of a cost per hundredwei ght and sone averages, but all
that cones into play.

Then it's -- it's -- it's just a cost to serve a
mar ket |ike Detroit, Grand Rapids, Chicago. What are the

other factors that cone in? So it's traffic. It's tinme
of service. |It's nore than just mles. And so you -- you
got to factor in, like, what does it take to serve a

pl ant ?

Not every plant has -- will receive mlk seven
days a week, 24 hours a day. And so we'll | ook at those
factors and just -- the people that deal with that every
day had input in our group that -- that we just tried to

i ncor por at e.

Q And so were there -- I'msorry to interrupt.

A. Go ahead.

Q Were there specific plants that drove those
considerations? So you said there are plants that don't
accept mlk 24 hours. There are some that have certain
delivery fees or conplications. So was that a specific
consideration, that plant X in county Y has really limted
recei ving hours, so we're going to set the differenti al
based on that?

A So | think all that -- all that detail that |
mentioned, it all ultimately rolls up into, what does
it -- what do you got to pay a hauler to deliver m|lKk?

Q Right. And -- sorry.

A Yeah. And so we have all that detail, but at the

end of the day, you sort of got to roll it up and say,
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well, howdo | -- howdo | use this information? How do |
i ncorporate it into what |I'm doi ng?

And it ultimately gets into, what does it cost to
serve a given market? So we try to take all that
information -- if three or four co-ops are involved and
they are all saying the sane thing about serving Detroit,
okay, we're all on the sanme page. W know there's
traffic. W know there's other restrictions that cone
into play.

And we quickly learn that we were aligned on a | ot
of those issues wthin our Mdeast group, and so it was
very easy to cone to a conclusion on, |ike, what those
nunbers ought to be. There wasn't this big debate that we
had that, you know, sonething was off or sonething was
incorrect. W basically cane at this and ended up at the
sane pl ace.

Q So ny question was actually pretty specific. So
it was -- and | just want to nmake sure | understand,
agai n, what was taken into account.

Did your conmttee consider the restrictions or
attributes of specific plants in existence today when
setting differentials in certain counties or areas?

A. | would say specifically, no. But that
information is there in the fact that we know what it
costs to serve a market indirectly, but we didn't sit and
tal k about specific plants, restrictions, but we know that
t hey exi st.

Q And t hat general know edge was taken into account?
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A Yes.

Q And in these discussions that had a nunber of
factors considered, did you discuss whether or not the
USDSS al ready took these factors into account?

A. W -- | would say no. W assuned that the nodel

i ncorporated -- we knew that it incorporated sonething,

2023

and we went into this with the understanding that our role

was to provide nore | ocal know edge than what the nodel
was able to incorporate.

Q But how did you know what the nodel i ncorporated
or didn't incorporate? D d you ask or did you not know?

A. O hers at National MIk were nore famliar with

t he nodel and provi ded sone feedback. | nean, basically,

that's why we were asked to participate, is to provide
| ocal feedback. Because this was just a -- you know, a
nodel that could do what it could do. But, you know, we
knew there were Iimtations in terns of what it could
factor in.
Q And what were those |imtations, specifically?
A Just -- yeah, the local -- the local narket.

Li ke, for instance, the nodel does not incorporate the

fact that M chigan uses supertankers to nove mlk, as one

exanpl e.

Q Do you nean, are you tal king about hauling wei ght

limts on roads?

A No. So a supertanker can haul 100,000 pounds of
mlk versus a traditional mlk tanker is 50,000 pounds.
And so --
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Q And how do you know the nodel can't take that into
account ?

A. | believe, I"'mtrying to reflect back on -- |
bel i eve sonebody told us that those |ocal -- that that

| ocal type of information just was not factored in in al
3800 counties that the nodel, you know, represented.
Q And how about -- you had nentioned that a
nunber -- two other factors, where the mlk was com ng
fromand the demands of plants.
Was it your understanding that the USDSS did not

take those things into account?

A. No, | was -- | didn't have specific know edge
about that.
Q So you're not sure whether it did or not?

A Correct.

Q And have you -- | don't know if you have it before
you, but M G previously introduced Exhibits 300 and 301,
whi ch were the big NVPF spreadsheets.

Are you famliar with those?

A Yes.
THE COURT: | can provide himwth them
M5. VULIN. | think I'll start with ny general

guestions to see if he knows enough to haul them out,
since | know that's no small task.
BY MS. VULIN:
Q Were you invol ved --
THE COURT: It's easy. They are right here.
M5. VULIN. Onh, okay. Geat. Then, yes, please.
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Thank you, Your Honor.
BY MS. VULIN:

Q Starting with Exhibit 300, did you prepare this
docunent ?

A No.

Q And that we are trying to solve the nystery of
Colum R

Do you have any idea what Columm R indicates?

A | do not.

Q And simlarly for Exhibit 301, did you prepare
t hat docunent ?

A No.

Q Thank you.

Your discussion of hauling charges, was that

i ntended to support deviation fromthe USDSS or to support
the base $1.60 or $2.20? How does that fit in
specifically to the differential s?

A. So we were just -- we were just |ooking at our
| ocal market and what that starting point was in the USDSS
nodel , and then how we would | ook at a C ass |
differential and what do we -- what did we think it would
represent in our market. So | didn't reflect on the $1.60
at all. W were just |ooking at our |ocal market and a
recommended change by various counties is how we | ooked at
it.

Q You di scussed sone data in your testinony, and
believe there were two sources: One was AMS producer mlk

under an order, and the other was NASS m | k production.
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Does that -- is that true?
A Yes.
Q But those are different netrics, right? Not an

appl es-to- appl es type conparison?

A | guess I'mnot sure. | pulled everything off of
t he Market Adm nistrator websites, other than the
Exhibit 61 that we had asked for that data specifically.
But everything el se cane off of the USDA websites.

Q And so you're not sure of the -- any distinction
bet ween t hose two sources of data?

A No.

Q Ckay. They did reflect, though, that the nunber
of farns have declined, but overall mlk production is up
in the tinme period you neasured, correct?

A Correct. Yes.

Q And at the sane tine, fluid plants are declining,
and Class | utilization is also down, correct?

A Yes.

Q Ckay. And so then it makes | ogical sense then
that the average producer price differential would
i kewi se be not increasing over that tine period, correct?

A Yes.

Q And so do you believe those nunbers reflect that
Class | is healthy in that region or unheal thy?

A. Wll, it is -- it is what it is. | nean, the
Class | demand is what it is. And so obviously, everybody
knows we have seen a 40-year decline in Class | mlk

consunption, which sone could argue that's unhealthy, but
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we nore look at it that that's just a fact of life and
that's the way the m Ik industry is today.

Q And in |ight of that decline, what would you --
what do you think would -- let nme restart that.

Do you think that raising Cass | prices is going
to stemor |essen that decline?

A No.

Q So why would we want to raise Class | prices for a
mar ket sector that's already in significant decline?

A. To ensure that we got a future mlk supply to
serve Class | plants. That if it's not economcally
viable for farners to get mlk to a Class | plant, to ne
they are sinply not going to do it. They are going to
| ook at other better options to increase the value of that
mlk. That's ny concern.

| don't think the Federal Order systemexists to
solve the problemof Cass | fluid mlk decline that's
been going on for 40 years.

Q But it probably shouldn't exacerbate it, correct?

A | don't think the -- ny opinion is, increasing the
Class | differentials that National MIKk is proposing, |
have zero concern about the inpact on fluid mlk
consunption with that.

Today, this past year we have seen 13 to $0. 15
price decline in milk. |In Septenber we saw $0. 19 increase
in the price of a gallon of whole mlk. | can tell you
fromyou the plants that we nmanage, we saw zero inpact on

volunme. On the orders that we get from custoners, we
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just -- we never sit there with retailers, never bring up
the fact that, hey, mlk's going up $0.19 a gallon, our
orders are going to be down. It's not an issue.

Q And you had di scussed the issue of it's not going
to be feasible to sell mlk to these fluid plants, and |
know t here have been sone di scussion previously of
over -order prem unmns.

M chigan M1k Producers has a fluid mlk plant,

correct?
A Yes.
Q And is it -- do you also sell your mlk to other

fluid mlk plants?

A W do.

Q And has M chigan M|k Producers ever negotiated an
over-order premumin any of its sal es?

A Yes.

Q How frequently?

A. There's not a -- there's not a one answer for
that. It's -- it's very seldom and it will cone up when,
let's say, a mlk plant will put their business out for a

bid. That's your opportunity to say, okay, here's ny
price. And oftentines that -- that bid may be for one to
three to five years or that plant will try to lock in an

over-order prem um

And so it -- every custoner is a bit different.
W participate in a -- in a market agency, a group of
co-ops in the Mdeast where we talk about, and I'Il try to

align on over-order premuns for the whole region. W
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participate in that, so that's an opportunity that I would
say, on average a couple tines a year we tal k about
possi bly an over-order pren um change.
But, like I nentioned, my experience now, | have

been involved in that now for a couple years. M
experience is, we always hit a roadbl ock because
sonebody' s al ways got an existing plant that they are not
willing to nove, and that quickly ends the discussion.

Q And | think you were answering how frequently are
they negotiated for a certain custoner; is that right?

A Yes.

Q And maybe, let nme ask in a nore precise way. Wat
per cent age of sales contracts does M chigan M|k Producers

have where you have negoti ated sone form of an over-order

prem unf
A. Yeah. |'d rather not get into specifics about our
particular co-op in terns of, like, our customer pricing

and over-order prem uns.

Q And | was just |ooking for sonmething as all the
time, nost of the tine, over 50% under 50% |If you are
not confortable sharing, | won't pressure you, of course.

A Because we participate in this agency, we're
aligned with that and where the agency stands on
over-order premuns. And so, you know, our role in that
with over-order premuns is try to work through the agency
of, if we feel there's a need to increase mlk prem uns,
that we try to work through that agency. And then when we

come along with custoner bids of our own, we're aligned

TALTY COURT REPORTERS, INC. 9386
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 Decenber 04, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

with that agency premumis really how our market tries to
oper at e.

THE COURT: Ms. Wulin, | want you to renenber
where you are. It's tinme for about a 15-m nute break. |
woul d i ke you to be back and ready to go at 9:55.

We go off record at 9:40.

(Wher eupon, a break was taken.)

THE COURT: Let's go back on record.

W are back on record. It is 9:57. 9:57.

Ms. Vulin, you may proceed.

M5. VULIN.  Thank you, Your Honor.

BY Ms. VULIN:

Q M. Parks, | wanted to circle back to the USDSS
nodel results. | know there were a fewiterations of the
nodel results provided to NWF; is that right?

A Yes.

Q And were you involved in giving any feedback for
any of those iterations?

A No.

Q | understand that there were discussions about
pl ant cl osures and openi ngs and maki ng sure that the nodel
reflected those.

Did you have any conversations w th anyone about
t hat ?

A | did not.

Q Do you know i f anyone else at Mchigan M|k did?
A They did not.
Q

You said that in your testinony, that M chi gan
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MIk markets 5 billion Gade A mlk pounds per year; is
that right?

A Correct.

Q Do you have any G ade B nenbers?

A No.

Q s that part of a requirenent to be a M chigan
M|k menber or is that just happenstance?

A. It's just -- it's just happenstance.

Q And M chigan M|l k owns a cheese plant; is that
right?

A Yes.

Q And does that cheese plant accept any Grade B
mlk?

A No. It could, like if there's instances of mlk
gets delisted or sonething, then we could bring that mlk
into that plant and use it.

Q You say delisted, so mlk that was intended to be
Grade A, but for sone reason didn't neet the standards?

A Yes.

Q But your plant has not actively sought out any
G ade B mlk, correct?

A That is correct.

Q And would M chigan M|k accept a Grade B supplier
knowi ng that the mlk would always be Grade B, or is that
Grade B supposed to be an exception for a Gade A
supplier?

A So all of the mlk with our nenbers is G ade A
We do have the capability to bring in non-Grade A mlKk
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into our cheese plant in Mddl ebury, Indiana. It's always
an option. But it's really not a specific strategy that
we have.

Q And rem nd nme, how many fluid processing plants
does M chigan M| k operate?

A One.

Q And where is that one?

A Cant on, Cni o.

Q And you tal ked in your nodel about the need to
nmove farmml k [arger distances to fluid plants, but isn't
that al ready captured in the USDSS?

A. Yes. So the USDSS nodel reflects that, yes.

Q But you adjusted the differentials for M chigan
further based on that sane factor?

A. Yes. We nade adj ustnents.

Q And you nention a new facility in Mdirgantown, West
Vi rgini a.

| s that Mbunt ai nt op Beverage?

A Yes, it is.

Q And does that facility run a nunber of non-dairy
products as well as dairy?

A That's ny under st andi ng, yes.

Q And is it currently a substan- -- nore one than
the other? Do you know t he breakdown?

A | do not know the breakdown.

Q And on page 9 you nentioned a cheese plant in
East ern Pennsyl vani a.

Did you nean Western Pennsyl vani a?
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1 A Yes.
2 THE COURT: Help us find that, M. Vulin.
3 M5. VULIN. It's the top of page 9.
4 THE COURT: Oh, where it says -- the second Iline,
5 where it says "Eastern Pennsylvani a"?
6 M5. VULIN: Yes, Your Honor.
7 THE COURT: And you are telling ne, M. Parks,
8 | that should say "Western Pennsyl vani a"?
9 THE WTNESS: That's correct.
10 THE COURT: Al right. 1'masking that the record
11 copy be changed. Page 9, second line, the word "Eastern"
12 Wil be replaced with the word "Western."
13 BY MS. VULIN:
14 Q M. Erba had the sanme typo in his testinony.
15 And | am just wondering, was there -- did this
16 come from NWPF' s original analysis? Could that error have
17 been integrated into the differentials or would this have
18 | cone l|ater?
19 A. | guess I"mnot sure. | don't know.
20 Q And you tal k about the need for C ass |
21 differentials to nove ml k.
22 When you are marketing Mchigan M1 k's mlk, what
23 | factors do you consider in determning custoners? And |'m
24 not tal king kind of one-off, we have an extra | oad or
25 | there's a weather issue. But the long-termmlk
26 | contracts, what drives those considerations?
27 A. Just the overall value that it would bring to our
28 nmenbers in serving that custoner. And so you | ook at
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| ocation, and where is our mlk at, and all the costs
associ ated with serving that custoner.

Q And if the Cass | differentials change, per your
proposal, that woul d change those considerations if the
Class | differential plays a large part in that anal ysis,
correct?

A. Well, | think of the Cass | differential not so
much as |i ke a cooperative-specific strategy and how it
benefits a cooperative. W -- at least | went into this
project with the idea of looking at it froman industry
perspective and, in fact, worked very hard not to think of
M chigan M|k specifically or the pluses and m nuses of
t he i npact on our cooperative. So | |ooked at it from an
i ndustry standpoi nt.

And so | just think when you | ook at the O ass |
differential, it's just one piece of the overall mlKk
program and, you know, part of the econom cs that drive
how mlk is marketed. So there's many other factors that
woul d conme into play, you know, that we would | ook at
specifically of serving a custoner in a specific plant.

Q And so when you say that Class | differentials
move ml k, they don't nove mlk alone, they are a piece of
a nmuch larger systemthat drives where mlk will be bought
and sol d?

A Correct.

Q And on page 14 you discuss sone of the
difficulties of obtaining over-order premuns. And at the

top of that page, or the top half, you say, "The large
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retailers can offer farnmer cooperatives |arge mlk vol unes
because of their expanded geographic footprint and

i ncreased nunber of retail locations. The offer of |arge
mlk volunme tends to put downward pressure on over-order
premuns in the market."

And ny question is, isn't that just rational
econom ¢ behavior and tradeoffs in a negotiation that in
exchange for maybe | ess noney, a cooperative will get a
guarantee of nore volune in a nore sure market?

A | would agree with that. Yes.

Q And so including this, you don't think this is a
flaw of the system do you? | amjust trying to figure
out how that piece fits in with your discussion.

A. The reason | put it in ny testinony is really just
to descri be how the market in M chigan has changed from
2000 to today, when we | ook at the change in -- you know,
tal king about Class | differentials, well, the market has
changed, Cass | plants have closed and exited the market.
We have got to nove mlk farther. And so the only -- you
have got really two things that you can get out of the
market: A Cass | differential is there, is a price
mechani sm and then you have got over-order prem uns.

Well, if the -- if we're saying the dass |
differentials are too | ow and need to be updated, and
secondl y, because of this changing | andscape with the
retail ers now demandi ng | ower over-order prem uns because
of that volune offering, it just is another negative

i npact on what makes the econom cs of selling mlk today,

TALTY COURT REPORTERS, INC. 9392
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

chal | engi ng.

Q But it's not necessarily, | guess, wong or
probl ematic that cooperatives are entering into this kind
of tradeoff with the large custoner, is it?

A No. I'mjust stating the challenge of getting
over-order prem uns out of the market is difficult because
of that | andscape.

Q And when -- and it's your position that if
over-order premuns, if the market is not offering
over-order premuns or they are not as readily avail abl e,
that Class | differentials should go up to account for
t hat ?

A. Yeah. | nean, | can speak -- ny experience is in
the market today. W have attenpted to service a Cass |
plant in the nmarket, and attenpted to get over-order
prem uns and couldn't, so we elected not to serve that
pl ant because of the econonmi cs were not the best value to
our nenbers.

Q And that all seenms -- oh, |I'msorry, please
conti nue.

A And | would say, and so in mnmy opinion and what |
tried to articulate, is by increasing the Cass |
differential, to ne it creates a nore efficient market to
nove m | k because of that elenent of the over-order
prem um pressure just is a challenge. And to ne, it
creates inefficiencies in the market, of nmoving mlk
efficiently.

Q So -- and so it's your opinion that it's
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inefficient, that when a buyer was unwilling to pay the
price that you were willing to sell your mlk, and the
parties then didn't consummate a deal because there was an
agreenent on the val ue of what was being offered and what
was willing to be sold, you think that's an inefficient
mar ket deci si on?

A Yes.

Q You had di scussed in your testinony, | believe,
that Mchigan MIk's mlk goes the way down into the
Sout heast; is that right?

A At times.

Q And so is it anticipated that you will benefit
fromthe Sout heast transportation credits or do you
recei ve benefit fromthe Southeast transportation credits?

A No.

Q Way not ?

A. Well, so when mlk needs to nove, if we get
contacted to nove mlk historically, you know, we have a
price to nove that mlk, and all those costs are absorbed
in that market to nove that mlk down there and not borne
by -- by Mchigan, is ny experience.

Q So you nean when mlk travels that far, the
customer who is purchasing the mlk pays for
transportation as opposed to Mchigan M| k?

A. | n our experience.

Q And so that's --

A. |"'mnot sure if it's the sanme for everybody when
they need to nove mlk into that market. | can't speak to
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t hat because |I'm --

Q |"msorry. | didn't nmean to interrupt.

A. |"mjust not -- I'"'mnot directly involved in al
of those transactions in that market or have know edge of
t hat .

Q So given that there are situations in your
personal experience where the customer pays for the
transportation of mlk as opposed to the producer, doesn't
that indicate that that does not belong, that the cost of
transportati on doesn't belong in the set base differential
because it's not always borne by the producer?

A. Wll, in ny experience, that cost is being paid by
anot her cooperative to bring that mlk in, and not the end
custoner, in ny experience.

Q I'"d like to talk a little bit about your
di scussion of mlk quality. So if somatic cell count
requi rements are now | ower than the FMMO ranges, why not
seek to anend the | anguage in the Order as opposed to
addi ng sone form of conpensation into the base

differential ?

A | really haven't reflected on that.
Q Do you charge premuns for quality?
A. We pay our nenbers prem uns to produce quality

m |k, but we do not get out of the market a quality
premumfrom-- fromthe plants that we sell it to, no.
O her than the standard over-order m |k prem um

Q What is the standard over-order m |k prem unf

A. So it's -- in our market, it's the agency that

TALTY COURT REPORTERS, INC. 9395
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 Decenber 04, 2023

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

we're part of, and it's one nunber. And we don't
specifically carve out like quality prem uns or anything
like that. It's just a nunber.

Q And so it could, in a sense, incorporate those
quality costs, it's just not called out specifically?

A It's not called out.

Q And doesn't Class IIl and IV also now routinely
require | ower SCC counts in order to neet European
st andar ds?

A Yes.

Q And so that fact of the industry that | ower SCC
counts are commonpl ace now, it's not driven by d ass |
demands, is it?

A Yeah. It's ny opinion is, you know, these
increased quality requirenents have not been reflected in
over-order premuns in the market, specifically.

Q And nmy question was a little bit different than
t hat .

My question was: |Is this trend towards a mnarket
standard of |ower SCC driven by Cass | denmands or is it a

mar ket -wi de shift?

A | really haven't reflected on that. | just -- ny
experience is primarily Cass | and Cass Il and not so
much Class IlIl and IV, so | don't -- | can't really speak
to that.

Q And if different custoners or plants have specific
quality standards, isn't the appropriate nechanismto

conpensate farners who serve that plant and are neeting
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t hose standards as opposed to noney that gets paid into a
pool and shared anongst all producers?

A. Ww, that would be great if that happened, but it
doesn't. That's what |'m saying, those quality -- you
know, increased quality standards just are not reflected
in-- in premuns that co-ops or farnmers can capture
t oday.

Q And you nentioned farmrequirenents, but
simlarly, doesn't that apply to all m |k nowadays as
opposed to just Class |?

A. You are tal king about |ike the FARM progranf

Q Yeah. The all capital FARM correct.

A. Yeah. So as a co-op, we |look at that for all of
our mlk. But it seens |like the Cass | custonmers are at
the forefront of, you know, demandi ng i nprovenents in that
area and reporting and -- and we have got ongoi ng
conference calls and -- and reporting requirenents on
cust omer portal websites now that we have to submit data.
We just don't see that fromother Cass IlIl, Cass IV,
custoners, in ny experience, anyway.

Q So are you marketing the mlk so that only certain
suppliers have to neet these quality standards and you can
sell that to Cass | and then everyone el se can neet a
| ower standard?

A. Well, | think this whole sustainability topic, we
try to look at this as, you know, we want to get all of
our farms, you know, up to these standards and nake the

i nprovenents that are necessary for the environnent but --
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and so there's different elenents of the program
VWhat we try to look at is a third of our nenbers
are going to focus on one aspect of the program and

another third maybe in this, and then we plan to rotate

boxes of that FARM program eventual ly, but it just takes

manage t hat.
So we're not trying to isolate or target, you

know, certain farms on a FARM programfor Class | or

it's -- we look at it in total.
M5. VULIN: | have nothing further. Thank you.
THE W TNESS: Thank you.

sorry about that. Some questions about depooling and
negative PPDs.
BY MS. VULIN:

Q You conment a fair bit about depooling and the
i npacts of |ow and negative PPDs, correct?

A Negati ve PPDs, yes.

Class | differentials?
A W did not, no.

A Yes.

time to get there with everybody, and it's just a way to

do we get everybody up to speed eventually. So right now

M5. VULIN. | left a page behind at ny table, so

Q And what's the -- what drives negative PPDs? D d

you exanmine that in the process of determ ning how to set

these farns. So eventually they are checking off all five

Cass IIl, Ill, or IV custoners. W just |ook at this, how

Q And your cooperative owns a cheese plant, correct?
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Q And then there was also a butter powder facility?
A. So we have got a butter powder facility in Ovid,
M chi gan, and then we have got the plant Canton, GChio, and
then our plant in Constantine, M chigan that does liquid

bul k dairy products.

Q And --

A. Cream and condensed skim those types of products.
Q Are those plants ever pool ed?

A. Can you repeat that?

Q The butter powder and the cheese plants, are they

ever pool ed?
A. The butter powder plant is depool ed as narket
conditions warrant, yes.
Q And so in order to -- you say when narket
condi ti ons warrant.
You nmean you are able to opportunistically pool
and depool depending on what would bring the nbst return

to your nenbers, correct?

A Yes.

Q But Class -- an operation that's exclusively
Cass | like Turner Dairy, can't depool, right? Has to
al ways participate in the market --

A Yes.

Q -- in the pool?

A So our plant, our fluid plant in Canton, OChio,
never i s depool ed.
Q And do you -- have you done any anal ysis that

Class | differentials, as proposed, will have any kind of

r TALTY COURT REPORTERS, INC. 9399
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nmeani ngful inpact on the PPDs and the rate of depooling,
given the utilization in the order?

A. | think sonebody in National M Ik has.
specifically did not analyze that, but obviously if the
Class | differentials are increased, it's going to reduce
the inversion or the frequency of depooli ng.

M5. VULIN. Nothing further. Thank you.
CRCSS- EXAM NATI ON
BY MR M LTNER:

Q Good norning. My nane is Ryan MItner. |
represent Select M|k Producers.

A. Good norni ng.

Q M. Parks, | wondered if you happened to hear any
of the prior testinony of either Dr. Erba or M. Hoeger
regarding the Order 33 Class | differential nap?

A. | did hear Chris Hoeger, but | was not able to
hear Dr. Erba's testinony.

Q When you listened to M. Hoeger's testinony, did
you happen to hear when he was di scussi ng mai nt ai ni ng
conpetitive bal ance for plant supplying Chicago?

A Yes.

Q Were you part of those discussions with the
wor ki ng group over the conpetitive bal ance around Chi cago?

A Yes, | was.

Q | was wondering if you could help explain, from
your perspective, what the intent was regardi ng both your
intentions for Chicago in that bal ance and how you

achi eved it?

TALTY COURT REPORTERS, INC. 9400
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A. So | think the intention was just to | ook at
specific markets, so Chicago obviously we | ooked at, and
what plants woul d serve that market, and were the

recommended changes that we were | ooking at going to

And so the Chicago market, | used to serve the

so | was conscious of, hey, what's their mlk price?

sane market. So | had that in the back of ny mnd as |

| ooked at Chicago and | ooked at now where is m |k com ng
into the Chicago market based on the plants that have

cl osed there now.

And so -- and then we | ooked at -- | have got

cost to nmove mlk through Chicago with the traffic and

terns of that market and what it would cost to get mlKk

Q The Bareman Dairy which you referenced, is that
dairy still in operation?

A. Yes. Now it is a plant that was acquired by
Mei j er Cor porati on.

Q What type of unintended conpetitive advantages

woul d you be | ooking -- were you | ooking to avoi d?

create any conpetitive di sadvantages that were unintended.

large retailer in the Chicago market from Wsconsin. And

everything that's there. And so | had input into that in

there. And that was -- that was ny participation in that.

| know ny experience is | always | ooked at that as Barenman
Dairy in Holland, Mchigan, was the exact sane distance to

t he Chicago market as the plant | was at in Wsconsin, and

What's their Cass | differential? W're both serving the

great experience in the cost to deliver in Chicago and the

r TALTY COURT REPORTERS, INC.
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A. Just if one plant had a different C ass |
differential than another that was really in, let's say,
t he sanme distance fromthat market, to ne woul d be a

conmpetitive di sadvant age.

Q So your -- the goal is that plants supplying
Chicago | ocated simlar distances woul d have the sane
Class | differential. That was the goal ?

A Yes.

Q Now, the nodel, of course, takes into account the

supplies of mlk in a particular area, correct?

A Yes.

Q And it takes into account the avail able markets
for the mlk in those areas, correct?

A Yes.

Q And it also takes into account transportation
costs and |l ogistics, correct?

A Yes.

Q So if you are | ooking at now, two plants supplying
Chi cago, one in Mchigan and one in Wsconsin, they are
going to have different available mlIk supplies to those
pl ants, correct?

A Not necessarily.

Q Well, let's take the dairy in Holland, M chigan,
for instance. And the mlk supply for that plant in
Holland is going to be a different mlk supply than for
the plant you were referring to in Wsconsin.

A Yes. Correct.

Q Ckay. And transportation from-- from W sconsin
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to Chicago, and from G and Rapids, or fromHolland to

Chi cago, sane m | eage but different roads, correct?

A Different roads. Yes.

Q Different tolls, correct?
A Yes.

Q Different traffic patterns.
A. Coul d be. Yep.

Q Now, once a truck with packaged mlk arrives to

Chi cago, that headache is about the sanme for everybody,

correct?
A Yes.
Q Now, if the goal of the commttee is to nake the

Class | differential for each of those two plants in

W sconsin and M chigan the sane based on Chicago, aren't
you necessarily discounting all of the other factors that
t he nodel takes into account when comng up with the
differential for those counties?

A. No. | nean, again, | -- the -- to us, the nodel
is a recomrendation starting point. And we factored in,
i ke, local know edge in terns of what do we know about
serving specific markets. And that's how we cane up with
the adjustnents we nade. So we |ooked at it as a
recomendation. W didn't look at that this is a -- you
know, locked in, and this is exactly where we ought to be.
We | ooked at it as a reconmended starting point. At |east
that was ny know edge going into this project.

Q But at |east you are starting with a

recomrendati on fromthe nodel, but at the end of the day,

2023
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regardl ess of what went into that, your commttee is
sayi ng those nunbers need to be the sane?
A. Yeah. And | would also add that we're part of a

comrittee and part of a group, and four or five co-op

groups are participating in this. And so none of us went

in, like, we -- you know, we had every nunber to the

fourth decimal identified, and this had to be the nunber.

2023

It was a col | aborative effort and di scussion. Everybody's

got different experiences serving different markets, and

so all that sort of percolated in terns of how we ended up

where we ended up.

Q If | look at the npodel's differential for, | --
|"mgoing to say it wong, Ozaukee, Wsconsin -- Ozaukee
County, which is Cedarburg --

THE COURT: Wbuld you spell that county, please,
M. MItner.

MR MLTNER | believe it is OGZ-A-UK --

THE WTNESS: It's Ozaukee.

MR MLTNER  (Ozaukee, thank you.

THE COURT: OZ --

MR MLTNER O Z-A-UK-E-E

THE COURT: |Is that how you spell it?

THE W TNESS:  Yes.

MR MLTNER |1'Ill take any other recommendati ons.

BY MR M LTNER:
Q | f the nodel differential, the average was $3. 20
for Cedarburg, and then the nodel was $3.40 for Holl and,

and then Proposal 19 reconmends $3 for Cedarburg and $3. 10

TALTY COURT REPORTERS, INC.
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for Holland, it's those adjustnents, right? That the
reduction of $0.20 for Cedarburg and $0.30 for Hol |l and,
that's the conpetitive adjustnent that the conmttee or
t he working group had factored in, correct?

A So the M deast group -- so we're in Mchigan, and
so we obviously identified Chicago is really not in our
mar ket, so | would say the Upper M dwest group focused
nore on what was their recommended differential for
Chicago. And we had a simlar recomendation. And so we
didn't look to say that Wsconsin and West M chigan had to
be the sane. W were specifically tal king about Chicago
and what's the cost to serve the Chicago market. W
didn't drill down into, well, Upper Mdwest, why -- you
know, why is your map of Wsconsin like it is versus
M chi gan? W were just tal king about Chicago.

Q So you did not take into account the
recomendati ons fromthe group that was working on the
Upper M dwest when you | ooked at the M deast order?

A W did for the Mdeast order, but we did not --
when we were tal king about -- what I'mtrying to
articulate is, when we were tal king about Chicago, the
Upper M dwest group had input into Chicago, so did the
M deast group, and we -- our discussions focused on
Chi cago, not other markets in conparing Mchigan to
Wsconsin. W didn't get into that discussion.

Q | hope I'"'mnot msstating it, but M. Hoeger's
testinmony specifically called out that county in

W sconsin, as well as Holland, M chigan, and about seven
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or eight others, as exanples of establishing a conpetitive
bal ance, | suppose, for Chicago. So he specifically
referenced all of those.

|s that -- do you have a different understanding

of the process?

A. No.
Q Ckay.
A. | still -- 1 didn't -- | don't recall that

specific testinony right now off the top of nmy head.

Q So when there is a difference between the nodel's
differential for, say, Kent County, M chigan, and what is
in Proposal 19, is that adjustnent -- was that adjustnent
made to align with Chicago or was it nade for another
reason?

A So there's -- there's a few factors. W had the
i dea of increasing the slope fromnorth to south, and then
when we started to ook at, let's say, ten city pairings,
we' d say, okay, let's | ook at Chicago, and started | ooking
at El khart and Grand Rapids and -- and Detroit, and how do
t hose rel ati onshi ps of those markets in ternms of
m | eage -- you know, does our reconmended Cl ass |
differential align, you know, geographically?

So there were sone -- there was an opportunity to
make some adjustnents for that, but specifically when we
| ooked at Kent County and West M chigan, we just felt |ike
that that nmarket should align wwth Chicago. So we did
spend nore tine discussing Gand Rapids, Kent County, in

relationship to the Chicago narket.
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Q How nmuch of the mlk that's bottled in Kent County
and Grand Rapids makes its way to Chicago?

A. | don't have a specific nunber. But | do know
when the two mlk plants in Chicago closed, the | arge
chains in Chicago now are served both from Wst M chi gan
and fromother plants in Wsconsin and lowa, but | don't
know t he exact percentage or breakdown of that.

Q Is it a majority of the packaged m |k com ng

from-- that's produced in those plants, do you think?

A. |'ve actually never seen any data, so | don't
know.

Q You haven't seen any data on that?

A No.

Q But it was inportant enough that that was -- that
Chi cago was the reason for setting the differential there,
but you don't have any data and you have never seen data
about how nmuch packaged mi |k goes fromthat county to
Chi cago?

A That's correct.

Q Now, next to Kent County, imrediately to the
northwest is Otawa County, correct?

A Yes.

Q And there's a Cass | plant there as well,
correct?

A Yes.

Q So when you set the differential for Kent County,
did that provide a point for then adjusting the

differential in Otawa County?
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A Yes.
Q O tawa County, the nodel suggested a differenti al
of $3.40, and Proposal 19 is $3.10.

Does that sound correct?

A Yes.

Q Sanme -- actually the sane as for Kent County and
Grand Rapids, right?

A. Ri ght.

Q Does M chigan M|k Producers provide mlk to the
plant in OGtawa County, the Cass | plant? |'msorry,
yes -- in --

A No.

Q They do not.
Do you provide the mlk to the Class | plants in
Kent County?
A No.
Q | want to tal k about depooling, if | could.
Now, if you could please turn to page 13 of your
st at ement .
Now, currently the difference in the C ass |
di fferential from Cuyahoga County from C evel and, the base

zone to Kent County is $0.20, correct?

A Correct.
Q It's $2 in develand and $1.80 in Grand Rapi ds,
right?

A Correct.
Q So in general, if the PPDis |lower than $0.20, it

woul d make sense to depool mlk around the G and Rapids
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area, correct?

A. Well, to me you depool when the, like, Cass II,
Class Ill, Cass IVis above the Class IlIl price. | have
never thought about it in ternms of a straight PPD nunber.
You end up there, | guess.

Q Ckay. So let's think of just the Cass Il price
as kind of our base price.

G ven the $0.20 zone differential, that neans that
if the PPD is $0.20 or lower, it would nmake sense to
depool in G and Rapids, correct?

You are nodding. |Is that --

A. If you can. But, like, the Cass | plant in G and
Rapids, it's not even a question because they can't
depool .

Q Absol utely. W know t hat .

A. So you are tal ki ng about -- yes.

Q Yep. You agree with ny general analysis? Yes
or --

A. |'d actually have to do the math, so | don't have
an opinion. Like |l said, |I don't -- |I've never thought

about depooling as working off of the PPD nunber.
Q Ckay. Well, let nme ask just kind of a -- maybe
back up a little bit.
Proposal 19 noves or increases the spread between
Cl evel and and Grand Rapids from $0.20 to $0.90, correct?

A | think it's $0.60, $3.70 versus $3. 10.
Q You are correct. | msstated that and
apol ogi ze.
TALTY COURT REPORTERS, INC. 9409
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THE COURT: | love it when that happens.
BY VR M LTNER
Q So it goes to $0.607?
A. Ri ght.
Q Have you anal yzed about whether tripling the
di fference between Grand Rapids and C eveland will cause
additional mlk to depool ?

A. | have not. But | think if you increase the
Class | differential, you are going to reduce depooli ng.
Q Well, if you hold all other things constant,

that's correct. But if you, then, increase the spread
bet ween the base on other counties, you are going to
of fset at | east sonme of that benefit, won't you?
A. | don't believe so.
Q You don't? Ckay.
Thank you.
MR MLTNER | don't have any other questions,
M. Parks.
THE W TNESS: Thank you
THE COURT: |Is there other cross-exam nation
before | invite the Agricultural Mrketing Service to ask
guestions?
| see none. | invite the Agricultural Marketing
Ser vi ce.
CROSS- EXAM NATI ON
BY M5, TAYLOR
Q Good nor ni ng.
A. Good nor ni ng.
TALTY COURT REPORTERS, INC.
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Q Thank you for being here today.

A. Thank you.

Q Can we turn to page 8? Here you are talking
about, toward the top of the page, all the different plant
changes in the past ten years or so. |In particular in
t hat second paragraph, you talk about new plants in
| ndi ana and Chi o, and you say they contributed to the
closing of two plants, Cass | plants, in M chigan.

| was wondering if you could expand a little bit
on that.

A. So there's a new Cass | plant that was
constructed in Tipp Cty, Chio, near Dayton, which noved.
Previously that -- that fluid mlk production was in
M chigan. And to ne, that -- building those plants south,
just by renoving the volune out of those M chigan plants,
contributed to their closing.

Q And so that mlk that used to go to those M chi gan
pl ants now goes to sone form of manufacturing?

A Yes.

Q And | know you indicated that, | think you were
not in the discussions of the runs of the nodels
necessarily; is that correct?

A That's correct.

Q So -- but do you know if this current |ayout of
M chigan and Chio plants, were they reflected in the
nodel ? Did that have the nobst up-to-date plants? Do you
know i f sonme were added or renoved fromthe original |ist
that Dr. Nichol son had?
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A. | don't have specific know edge, but ny assunption
was that the existing plants are in the nodel.

Q Ckay. You testified about how Sout heast M Ik
goes -- excuse ne -- Mchigan MIk goes all the way down
to the Sout heast when needed.

But if | heard correctly -- or MWA, at |east,
your costs -- what you receive for that mlk covers your
costs to haul to get it there, or put it another way,
whoever buys that m |k pays for the haul to get it there?

A Correct.

Q Ckay. And then |ater down on the page you talk
about MVPA supplies mlk to Marquette, Mchigan, a C ass |
plant there. Costs $1.50 a hundredweight to get the mlk
t here.

How far is that haul ?

A Let ne see if | have that.

| don't have the exact mleage. M estinmate woul d
be, probably, again, it depends on where we're noving the
mlk from probably 120 m|es, nmaybe 150, 120 to 150.

Q Ckay. Thank you

And | wanted to talk on page 9 a little bit. And
your testinony tal ks about how there's been a lot of mlk
production in Mchigan, and it seens |like M chigan --
should I -- 1"ll ask this.

Were you here for M. Stout's testinony |ast week
in regards to Col orado?

A No.

Q Ckay. Are you famliar at all with the issues in

TALTY COURT REPORTERS, INC. 9412
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Col orado? | ask because it seenms, as | kind of think of
this big picture, in Mchigan you are tal ki ng about
there's a lot of mlk in Mchigan, and |l ess O ass | demand
in Mchigan, and nost of that m |k serves the
manuf acturing market there. And there's maybe difficulty
then getting mlk to | eave the manufacturing market to go
to the Cass | plant.
Wul d that be an accurate summation of that?
A. Yes. | mean, when you | ook at the M chigan
mar ket, you know, really we have a Cass | plant in the
Detroit area, and then we have the plants in Wst
M chigan. There's four plants, and so that's serving the
whol e M chigan market. And so, yes, that mlk is going to
ot her uses.
Q And you nention that M chigan MIk previously has
el ected not to serve a Cass | plant.
Did | hear that correctly?
A Yes.
Q So in your opinion, you know, what does it take to

get mlk to | eave a manufacturing plant up there to go to

Class I, if that seens to be an issue?
A. Well, | think it's -- it's just to cover the
econom cs. |t depends on where that plant's |ocated. But

just the economcs to nove mlk, the way hauling costs
have i ncreased, becone a big factor in noving mlk south.

And so, you know, we had the opportunity to serve
a custoner that | nentioned, and we put forth the costs

that we would need to be covered to serve that plant, and
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it was not an acceptable price, and so we end up then not
serving that plant. And that was farther south,

And so that just creates a situation where, okay,
that's not a viable opportunity right now W' re forced
to | ook at other opportunities in the Mchigan market to
bring value to our nenbers. And it just seens |like with
the current econonmics of the Class | differential and
serving a Cass | plant, it just feels like that continues
to drop down the |ist of viable options versus what el se
may be out there.

So ny opinion, | think to answer your question,
increasing the Class | differentials would help
incentivize for that mlk to nove and maybe get to those
pl ants where that -- in ny scenario, that would be a
viable alternative at that point.

Q And in Mchigan, other than Mchigan M|k
Producers Associ ation, could you tal k about, because |I'm
not famliar with that market, just kind of how that
mar ket is supplied? Are there other co-ops around? Is it
nostly MVPA or do you have -- is there a bigger nunber of
i ndependent farnms? Wat does that |ook |ike?

So when | ask, because when you say how -- well,
MWPA didn't want to supply that Cass | plant. 1'm
assum ng they got mlk from sonebody el se eventually. But
who woul d that be? And, you know, they -- | would -- do
t hey face the sane econom cs you do and so --

A. Right. So in the Mchigan market, so, yeah. It's
really a co-op state. So Mchigan Mlk is there, and DFA
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has got nenber farns there and does business in M chigan.
Forenost Farnms Cooperative. Otawa, Wsconsin, has got
menbers in Mchigan. And then Prairie Farns. And then
Sel ect Ml k Producers with the Fairlife plant there in
West Mchigan is a -- is a co-op in Mchigan. So we have
got a lot of conpetition in terns of nmenber cooperatives
or nmenbers have options to | ook at co-ops.

Q And pl ants have options to | ook for suppliers?

A Yes.

Q Wul d you say the econom cs, though, are
consi stent ?

A. | think -- | think the challenge that we're
di scussing today with the Class | differential we all
face, because nost of the plants -- nost of the Cass |
plants in Mchigan closed, and that Cl ass | vol une noves
south into Northern Indiana, Onhio, and so nore mlk is
nmovi ng out of M chigan down to those plants is what's
changed si nce 2000.

Q Ckay. At the bottom of page 9 you tal k about
Departnment of Transportation's hours of service revisions
in 2018. | wondered, for the record, if you could just
expand on what happened.

A. So the Departnent of Transportation, for all truck
drivers, mandated el ectronic | ogs be used. They decreased
the hours of service. So in a given day, a driver, their
on-duty services limted to 14 hours a day, actual driving
time is 11 hours per day, and that is |ess than what it

was previous to that.
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They also are -- a driver is mandated to have a
30-m nute break every eight hours. And so there are just
nore restrictions, nore restrictions on drivers in terns
of hours per day. And it becanme nmandated and el ectronic
e-1ogs, where drivers could no | onger cheat the system
pr obably was happeni ng before to sonme extent.
Q Ckay. |I'mnoving to page 11. Towards the top you
tal k about MWPA hauling cost transfer mlk from
m d- M chigan to Eastern Ohio was $1. 60 per hundredwei ght
per 100 ml es.
How far is that trip?
A It's 287 mles.
Q Earlier you discussed with Ms. Vulin about somatic
cell requirenents of the EU
Do you know what the requirenent is? The EU
requi rement is?
A. It's |l ess than 400,000 on a rolling geonetric
nmean, they call it. [It's 400, 000.
Q And you nention that "customers increasingly
di scourage us fromsupplying mlk" -- excuse ne -- "from
supplying themw th route mlk or comm ngl ed | oads of
mlk."
Can you tal k about how they di scourage you from
doi ng that?
A They put it in a requirenment of their bid of
farmdirect mlk as a requirenent. And it's black and
white. No -- no deviations fromthat. So when you sign

up with that custoner, that's the requirenent.
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Q Ckay. Towards the bottom of the page, and | think
in cross-exam nation you had tal ked about your producers
get a quality prem um of $0.50 a hundredwei ght, but that
cones from-- it doesn't cone as an additional prem umyou
are charging to Cass | handlers; is that correct?

A That's correct.

Q So can you talk, then, why aren't you able to get

t hat additional noney out of Class | handl ers?

A. That is a good question. | think it's -- it just
cones into play -- you know, there's just -- again, to ne,
it -- afactor inthat is the fact that going back to 2000

when we had a Class | plant in every market in M chigan,
and we were dealing with, let's say, a smaller plant, |

t hink the negotiations and di scussi ons between a m |k
cooperative like Mchigan M|k Producers and that

i ndi vidual plant, it was nmuch easier to talk to that
plant, to tal k about the | ocal narket, and tal k about why
we needed to get what we need.

Today, that is a nuch nore difficult discussion
when you are talking with national retailers, people that
operate plants around the country, you no |onger are
tal ki ng about the M chigan market. It seens |ike you get
pushback on the fact that, you know, they start talking
about national statistics and other issues that just --
there's just nore pushback in general. And to ne, the
| arger conpani es and | arger organizations just have an
overall mentality of nore vol une demands | ower price.

It's that sinple.
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And it's just nore difficult to plead your case
and try to get those changes that you try to get. And you
end up, okay, you do the best you can, and -- and with
t hat cones hi gh volune and sone benefits there. But
that's why it's nore difficult to get over-order prem um
I ncreases.

Q For -- since there's a |ot nore manufacturing mlk

up in Mchigan, are you able to get premuns on that mlk

in the -- to the cheese plants?
A Yes.
Q And you have simlar difficulties than as you just

described for the Cass | plants?
A. | would say we have | ess -- we have |ess

difficulties there than we do with a Cass | plants today.

Q And there's -- are those quality prem uns or
vol ume premuns that -- for manufacturing plants, or both?
A. No, it's just a premium |[It's just one nunber,

and so it's up to us to try to factor in everything that
we -- we need to get out of that, whether it be quality or
vol une or -- yeah.

Q And so then is that noney distributed to al
M chigan M | k producers?

A Yes.

Q So you tal k about in your -- for the sonmatic cel
costs, the way you have described it here, it doesn't seem
like that's a cost to neet the | ower somatic cel
requirenments. As nore as | read it, a cost on the

paycheck over what they would have -- producers woul d have

TALTY COURT REPORTERS, INC. 9418
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 Decenber 04, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

gotten had they net this lower, in your exanple, 180,000
count; is that correct?

A. Yeah. So what | was trying to describe there,

| ooking at a -- to ne, at a Cass | plant where | -- |
spent nost of ny career, | never paid for |ower SCC m k.
That -- that cost only gets charged to Class IIl, Il1l, and

|V m |k use.

And so the point | was trying to nmake here is that
this is the SCC levels in mlk have dropped, and there's a
cost to get that mlk. That -- there's a value for that
because of the SCC calculation that's com ng out of the
pool doll ars.

And Class | plants don't -- they don't participate
in paying that cost, yet it's -- ultimately, it's
reflected in the uniformprice and it ends up being | ower.

Q Ckay.

A. And so that's just another elenent that the only
thing that a farmer has is a Class | differential, and
t hat whol e SCC cal cul ation is another takeaway fromthat
Class | differential noney.

Q Ckay. So if | put it another way just to nake
sure | have got the point you are trying to nmake here is
that the adjustnment basically cones out of the pool.

A Yes.

Q So any adjustnent to producers with | ower counts
conmes out of the blended price that all producers receive,
it's not sone extra noney there?

A. Right. Correct.
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Q Ckay. | got it.
| did -- on that same topic, though, | nean, do
you have any information on what it takes on the
producers' side to lower their somatic cell counts?
A Yes.

Q The actions they have to take or actual costs they

i ncur?

A. Yes. So we have a whol e nenber services team as
ot her co-ops do as well, it's not unique to Mchigan MKk,
where we -- we have people that visit farns that help

monitor quality, there's nore testing required, there's
obviously a cost to those nenber services. But we spend
nore time on farns that are serving Cass | narket, or

pl ants that have this | ower SCC requirenent, or |ower
quality -- or higher quality standards.

And so it cones down to the basics. Ceaning. W
have to do nore testing. W have to inspect bulk tanks
and tanks on farmnore frequently. W have got people
that are nonitoring cleaning that goes on at the farm
And we help ook at results in data and try to pinpoint
all of a sudden if SCC counts are going up or sonething.
W are in there working wth themtrying to figure out
basically what's not getting cleaned. |Is there sonething
with their mlking operation or sonmething? And so it's
j ust boots-on-the-ground trying to help nonitor and
mai ntain those results.

Q And so are those costs borne equally by al

menber s?
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A Yes.

Q Because you said that it takes nore tine on the
farmserving Class | to get that lower. But that's not
what -- that cost is kind of borne equally as a service to
all nmenbers, it's not --

A. Yeah. So |'d say in theory, a co-op theory of
exi stence is spread -- spread all revenues and spread all
costs anongst all nenbers, and everybody works hard to do

t he best they can. But, yeah, things generally get

spr ead.

But then we have quality premuns that we actually
w Il pay nenbers based on their results. And that program
al so has got -- we can take noney away fromtheir check if

t hey have got poor quality. So not only do we pay
prem uns, we'll charge them back if they have got poor

results, as an incentive to try to achieve that higher

quality mlk. And it averages -- our average right now
is -- is right around $0.50 a hundredwei ght for that
program

Q Ckay. Going frompage 12 into 13. You say, "The
current Class | differentials do not provide sufficient
econom c recovery for producers.”

And in other parts of your testinony you talk in
particul ar about how M chigan has currently a very | arge,
| think you said $1.80 zone? Yes.
A Yes.
Q And you feel that needed to be corrected, which is

why you added sone additional slope in there.
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2023

So putting that all together, can you tal k about

what woul d be sufficient? You talk about how t he

So | wanted to ask the flip of that question, is what

woul d be sufficient econom c recovery, or how does the

t he reason you went in and added sone slope to what the
nodel suggests?
A Yeah. So | think I would answer it in that |

thi nk the recomendation that we cane up with for the

we -- it doesn't -- it doesn't achieve total cost
absorption, neaning we tried to recognize a | ot of
proposals that National M|k has with increasing
Make Al l owances and this Cass | differential, that
it's -- it's sort of a happy nedium and a
m ddl e- of -t he-road type of an approach.

And so | think, you know, |ooking at the change
fromwhere we're at today to this proposed change, you
know, | think for -- for the M deast nmarket, you know,

we're looking at -- fromwhere we're at today of $1. 80,

W' re proposing going to $3.68 in the Mdeast, and so
that's a $1.70 increase.

So I'd say that that's where we're at in our --
that's what our recommendation is for, you know, USDA to
consi der.

Q So for the current $1.80 |arger zone that exists

differentials don't provide sufficient econonm c recovery.

current slope not work for you, and that's why -- part of

M deast for M chigan acconplishes that. | would al so say

our average increase -- you know, we average today $1.98.
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now, how is mlk noving despite what you see as a
deficiency in the current differential slopes?

A. To me that -- that cost -- the mlk is noving
where it needs to, but that cost is being absorbed by
farmer cooperatives, and it ends up in this pool of noney,
that basically farners are absorbing that cost today.

Q W were | ooking at the slope of what the node
suggested, and it |ooks like there was kind of this higher
band in Northern M chigan, down through |like the top of
the thunb of Mchigan. So it went from $3.50, then down
where | think is nost of the supply area, $3.40, and then
three -- kind of increasing as you exit Mchigan. | can
make sone generalization.

A. Ri ght.

Q | was wondering if you could tal k about having
that slope go fromhigh to low to high. How does that
not -- how do you see that not working? Not the |evel,

t he nunber specific levels, just that kind of variation
and direction.

A So | think generally when you | ook at M chigan and
where the mlk is at, we ook to nove mlk -- mlk needs
to nove fromthe northwest part of Mchigan to the
sout heast. And so when you |look at noving mlk, and a | ot
of our mlk is in Central Lower Mchigan, and there's mlk
over in the thunb part of Mchigan as well, and so that
mlk all noves south and east.

And so we just |ooked at, well, what does it cost

to nove that mlk as we go south and east? And | think we
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were al so conscious of, in order to increase the sl ope,
obvi ously we reduced our reconmended Class | differentials
from what the nodel recomended.

So we coul d have | ooked at this and said, well,
let's just increase everything south and east all the way
down to Florida. Well, we |ooked at the volunme of mlk
that we have in M chigan has increased substantially, and
we just felt like that should be factored in, and is
really how we ended up reduci ng our recomended anount.

But that slope then is created to go south and east, and
that's what's reflected in the differentials that we're
reconmendi ng.

And so transportation costs are a big part of that
in terns of mles and | ooking at how -- what that cost is
to nove that ml k.

Q In the nodel's $3.50 zone, |'mcurious, are there
plants up there? | was trying to figure out why woul d the
nodel pick out a nunber higher up there than in the south.

A No. In fact, as | nmentioned, that's the
chall enge. Mst of the plants in Mchigan closed. And so
there -- there's only a plant up in Marquette, M chigan,
which is in the Upper Peninsula of Mchigan in Marquette,
M chi gan, on Lake Superior. And then the next plants that
you have are in Wst Mchigan. The Cass | plant, the
Fairlife plant. W have got our bal ancing plants in
Central Mchigan. And then the only other Cass | plant
is in the Detroit market.

And so | can't really speak to why the node
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started where it did, but we obviously reduced it. W're
still increasing the Class | differential, but we're
reducing it fromwhat the nodel recommended.

Everybody questions us on why we just don't use
the nodel. |In the Mdeast, we'd |ove to use the nodel.
We' d be higher than what we're recommendi ng. But we felt
conpel l ed to make those adjustnents to reduce that a bit.

Q | think ny last question centers around, you
talked in response to cross, |I'mnot sure who, but MWPA
bal anci ng costs are anywhere from $1.50 to $1. 75.

And | think you m ght have answered, and |I m ssed

it. Just what -- what factors goes into the $1.507

A. So we | ook at that -- so when you | ook at -- we
got to take that mlk and do sonething with it. So we
basically turn it into powder and butter. And so part of
t hat nunber incorporates market fluctuations. And if |
produce powder at a higher cost and sell it for a |ower
cost, and all of those things are kind of enbedded in that
nunber. And that nunber can nove around a | ot.

| f we have got nowhere to go wwth mlk and our
plant is full, then we end up selling distressed mlk at
times, 2 to $3 bel ow cl ass price can happen.

And so really in our market there's good denand
for creamand butter. The challenge always is what do you
do with the skin? And we all wal k around every day with
the idea that if we're nmaki ng powder, we're | osing noney
every single day maki ng powder.

And, frankly, we're | ooking at other options to
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get out of that whole scenario. Meaning, let's find a
better use for the mlk. And we nmade investnents in our
pl ant in Sout hwest M chigan that have done that. W no
| onger run butter and powder at our plant in Southwest
M chigan. W have invested and have found better
alternatives for that mlk than to bal ance the market.

O hers have cl osed bal ancing plants in our market
for the sane reasons, and so --

Q Ckay. Thank you. Thank you

M5. TAYLOR. That's it from AMS

THE W TNESS: Thank you.

THE COURT: Ms. Wulin?

CROSS- EXAM NATI ON
BY Ms. VULIN:

Q Just a followup on Ms. Taylor's question

I n your answer you said, "If we're naking powder,
then we're | osing noney."

So why is there any reason to raise O ass |
differentials if it's just going to stinulate nore mlk
production that then you have to find a hone for?

A | don't -- | don't believe it is going to
stimulate nore mlk production. |It's going to conpensate
a cost to nove that mlk to a Cass | market.

Q You think raising Class | differentials won't have
any inpact on the volunme of mlk produced, it will only

shift mlk frommanufacturing plants to fluid plants?

A. | don't think it's going to do that, either. |
think it's just going -- to nme it's conpensating the cost
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to nove that mlk. Now, we're not going to change the

Class | volune and demand. | don't see this changing
t hat .
Q kay. So raising -- and it's your testinony --

raising Class | differentials won't stinulate nore mlKk
production, and it won't nove mlk to Cass | plants, it's
purely about conpensation to producers?
A Yes.
M5. VULIN. Thank you. Nothing further.
THE COURT: Ms. Hancock?
M5. HANCOCK: |I'mjust going to followup on a few
random points. They mght be a little bit scattered.
REDI RECT EXAM NATI ON
BY MS. HANCOCK:
Q | just want to be clear. | think that you
clarified this wwth USDA, but | just want to be clear.
National MIk's proposal in the Mchigan area is
to increase differentials; is that right?
A Correct. Yes.
Q Ckay. And it was not just an academ c exerci se,
but the decision that National MIk is proposing for
i ncreasing those differentials, although it is a reduction
of f of what the nodel has reconmended, that was based on
your boots-on-the-ground experience; is that right?
A Yes.
Q And when | say "boots-on-the-ground,” that neans
all of your kind of |ocal and regional experience in the

area as to what it takes to nove mlk; is that fair?
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A Yes.

Q And even as you suggested, a decrease over the
nodel which is not as beneficial for your nenbers; is that
right?

A Yes.

Q And you nmade that recommendation knowing it wasn't
as beneficial to your nenbers because you believed it was
the right anount of increase and differential, even though

t he nodel cane out w th sonething higher?

A Yes.
Q | f Make Al owances are increased through this --
through this hearing in the final decision, wll that also

decrease the anount of Class | price that's paid to dairy

farnmers?
A Yes.
Q So will that, in turn, create even nore of a need

to increase the Class | differentials at the sane tine
t hat any Make Al |l owance woul d have a decreasing effect on
the pay price?

A Yes. So obviously Cass | differential increase
increases the Class | price, and then Make Al |l owances for
butter powder, cheese, ends up reducing the blend price
that a farner sees. So, yes.

Q And at one tinme Ms. Vulin was asking you, in her
guestions, about whether the nodel had accounted for what
the state-regul ated size of tankers were.

Do you recall that?

A Yes.
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Q And to extent that the nodel accounts for what the

state -- which each state would allow for the size of
nmoving mlk, that would -- that would just assune that
every tanker is at a full load; is that right?

A Yes.

Q And when you were tal king about what your actua
| ocal experience is, that was based on the fact that there
are sonme | oads that are not full; is that right?

A. That's right.

Q And can you tal k about how the comm ngling -- or
t he prohibitions against comm ngling by your clients,
commngling of that mlk, inpacts a tanker's ability to
transport a full |oad of mlk?

A. So | nmean, the inefficiencies that you get into
with less than full trucks just has to do with where the
farm s | ocated and vol une of m |k being produced at those
farms. And | end up -- you know, you nay end up
delivering a load of mlk that's not full

Where a custoner requirenent for a load of mlKk
fromone farmlimts what farns can you use to serve that
pl ant, because not every plant -- or not every farm may be
able to generate a one load of mlk that that plant woul d
need. So it starts to build in restrictions and things
that have to be managed. And it's just not a perfect
efficient scenario when you get into those limtations.

Q And that's the difference between a nodeling
result and what that |ocal boots-on-the-ground know edge

can actually offer.
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A. That is right.

Q Anot her aspect of the cross-exam nation that was
posed to you was whether -- whether farners shouldn't just
be reinbursed for the additional hauling costs directly so
that they get the full amount of conpensation for the
haul i ng costs.

Do you renenber that?

A Yes.

Q And you understand that one of the goals fromthe
Federal Order systemis to ensure that dairy farners
receive simlar paynents for their raw product mlk cost
W thout regard to the end use; is that right?

A. That's right.

Q That's all | have for questions for you

M5. HANCOCK:  Your Honor, we would nove for the
adm ssi on of Exhibit 406.

THE COURT: |Is there any objection?

There is none. Exhibit 406, al so narked NWPF-45,
iIs admtted into evidence.

(Thereafter, Exhibit Nunmber 406 was received

i nto evidence.)

THE COURT: Ms. Hancock, | would like you to tell

us what we'll do next and then take a break before you do

M5. HANCOCK: Thank you, Your Honor.

W will have M. Ed Gall agher as our next w tness.
THE COURT: Al right. Good.

Now, do you need to distribute anything for his
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testi nony?

M5. HANCOCK: | believe that we -- | believe that
we have distributed it, or we will on the break if it
hasn't been.

THE COURT: Ckay. Very good. | would assune
we -- | know that we're going to cone back about half hour
before lunch, but that's fine with ne.

Shoul d we take 15 m nutes now or do you want 107

12 mnutes. Al right. Please cone back at
11:30. W go off record at 11:18.

(Wher eupon, a break was taken.)

THE COURT: Let's go back on record.

W' re back on record. It's 11:31.

Ms. Hancock, | have exhibits in front of me. |
believe our first nunber wll be 407. WII| that be the
testi nony presented by Edward Gal | agher?

MS. HANCOCK: Yes, Your Honor, it should be nmarked
as Exhi bit NWMPF-54.

THE COURT: Al right. So marked.

(Thereafter, Exhibit Nunmber 407 was marked

for identification.)

M5. HANCOCK: And then the next one should be a
spreadsheet, and we have a correction there. It's -- the
printed versions in the room it's marked as Exhi bit 46,

t he upper right-hand corner, but it should actually say
NMPF- 54A, and USDA's clarified that 54A is what is on the
website. NWPF-54A

THE COURT: Al right. So I'mgoing to call that
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Exhi bit 408.

(Thereafter, Exhibit Nunber 408 was narked

for identification.)

THE COURT: Al so known as NVPF- 54A.

M5. HANCOCK: And then there is an NVPF-54B t hat
on ny printed versionis alittle chopped at the top, but
it's the Central Marketing Area Federal Order -- Federal
MIk Oder Nunber 32, for May of 2022. That will be
Exhi bit 4009.

THE COURT: Yes. 4009.

(Thereafter, Exhibit Nunber 409 was narked

for identification.)

THE COURT: |I'm marking as 409, NVPF-54B.

M5. HANCOCK: And then there is an Exhibit
NMPF-54C, |ike cat. That would be Exhibit 410.

THE COURT: 410. Al right. [|I'mmarking as
Exhi bit 410, NWPF-54C.

(Thereafter, Exhibit Nunmber 410 was narked

for identification.)

THE COURT: Al right. Good. 1'd |like you now
pl ease to state and spell your nane.

THE WTNESS: M nane is Edward Gal | agher,
E-D-WA-RD GAL-L-AAGHER

THE COURT: Have you previously testified in this
pr oceedi ng?

THE WTNESS: | have, Your Honor.

THE COURT: You renmai n sworn.

THE WTNESS: Thank you.
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EDWARD GALLAGHER,
Havi ng been previously sworn, was exam ned
and testified as foll ows:
DI RECT EXAM NATI ON
BY MS. HANCOCK:
Q Good afternoon, M. Gallagher. Thank you for
returning to the stand.
Did you prepare Exhibit 410 in support of your

testi nony today?

A 4077
Q "' msorry, 407.
A. | did prepare 407, yes.

Q And Exhi bits 408, 409, and 410 are the exhibits
t hat you have used in support of your testinony today?

A Yes.

Q And where appropriate, when you are readi ng your

testinmony, if you can cross-reference those for us, and

then, if not, we'll catch it on the end.
A. Ckay.
Q Do you want to proceed with providing us your

st at enent ?
A Thank you.

My nane is Edward Gal |l agher. | appear today on
behal f of Dairy Farnmers of America (DFA) and the Nati onal
M| k Producers Federation (NVPF) in support of their
Proposal Nunber 19, to nodernize the Cass | differenti al
and producer pricing surfaces in all Federal Orders.

Dairy Farmers of Anerica is a global dairy
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I ndustry | eader and the largest U S. dairy cooperative,
| argest U.S. m |k business, and largest U S. dass |
processor. Exhibit NWPF -- well, Exhibit 407 provides a
series -- no, I'msorry. D sregard that. Exhibit NWPF-48
provides a series of facts about DFA.

| am the president of DFA Ri sk Managenent, a
busi ness unit of Dairy Farners of America. As president
of DFA Ri sk Managenment, | |ead the DFA business unit that
offers price risk managenent prograns to nenbers,
DFA- owned pl ants, and business units, and their custoners.
My teamand | offer the dairy industry's leading mlKk
price forward contracting programto our farner-owners.
Additionally, | amresponsible for DFA's federal dairy
revenue protection and other crop insurance prograns. |
al so | ead DFA's Federal Order policies initiatives and
have done so since January 2022.

| have worked in the dairy industry ny whole |ife,
havi ng been raised on ny famly's dairy farmin Centra
New York. | spent 13 years at the Northeast M|k Market
Adm nistrator's office as an econom st and their chief of
mar ket anal ysis research and information, and joi ned
Dai ryl ea Cooperative (Dairylea) in 1996 where | |l ed them
t hrough the Federal Order Reform process in the |ate 1990s
and later. | served in a variety of senior managenent
roles for Dairylea.

| have been in ny present role | eading DFA s risk
managenent program since 2010. |I'ma frequent industry

speaker, inparting ny know edge of mlk pricing, risk
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managenent in the dairy industry. |'ma nenber of the
Nati onal M1k Producers Federation Board of Directors.
serve on the Comodity Futures Tradi ng Comm ssion's
Agricultural Advisory Commttee, the R sk Managenent
Comm ttee for the National Council of Farnmer Cooperatives,
the National M1k Producers Federation Cheese Pricing Task
Force and its Federal Order Task Force, and the New York
Comm ssi oner of Agriculture's MIk Mrketing Advisory
Counci |, anmong ot her activities.

|"ve testified before the U S. House of Repres- --
U.S. House and Senate Agriculture Conmttees on mlKk
pricing and ri sk managenent issues, and have been an
expert witness at a variety of mlk pricing regulatory and
|l egal matters. | hold a Bachelor's of science degree in
agricul tural econom cs and farm busi ness managenent from
Cornell University, and a master of science degree in
agricultural economcs from The Chio State University.

| appear here today to explain the inportance of
i npl ementing a price surface in Colorado that differs from
the results of the University of Wsconsin's nodel
anal ysis of a national pricing surface. The nodel's
results would unfairly and harnfully inpact Col orado dairy
farmer mlk prices. The nodel results show little change,
in sone cases declines fromtheir existing levels, while
other areas in the U S. that have |l ess COass | demand and
significant cheese manufacturing activity see
significantly increased price surfaces and i nprovenents in

pay prices to dairy farnmers in those states. Steve Stout
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has previously testified to the marketplace dynamcs in
and around Col orado that were not part of the nodel's

i nput and woul d suggest that the nodel has underpriced the
appropriate price surface in Col orado.

Additionally, we are on record to strongly object
to changes in pricing fornulas emanating fromthis hearing
that would structurally decrease mlk prices by any
significant amount. W have previously testified that an
increase in Make Al l owances that result in a decrease in
mlk prices by $1.45 per hundredwei ght woul d significantly
reduce farmprofit margins, if not w pe them out
conpletely, leading to a potential disorderly marketing
i ssue relative to an adequate supply of mlk.

In the case of Col orado, DFA and NMPF have
proposed Make Al |l owance increases that woul d decrease raw
mlk prices by about $0.50 per hundredwei ght. The pricing
surface nodel in areas around the U S. would generally
result in at |east nodest m Ik price increases. However,
in Colorado, the nodel's price surface results, if
i npl enented wi thout adjustnents to its output, would
reduce Col orado nmilk prices by close to $0.40 per
hundredwei ght, in addition to the decrease fromthe
increase in Make All owances. A decrease in Colorado mlk
prices anounting to al nost $1 per hundredwei ght woul d
severely inpact the state's m| k production.

Dr. Stephen Koontz of Colorado State University
has testified about the m |k production cost structure in

Col orado and how it is different and higher (nore costly)
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than simlarly-situated states, and that this cost
structure is not expected to shift downward.
Additionally, supplenenting his testinony, the J.D.
Hei skel | w tness has provided expert testinony of the
i ncreased cost of bringing feed into the state.

The follow ng table conparison of O ass |
differentials at selected | ocations in Col orado and
M ssouri provides inportant factors utilized in
determning the NMPF Class | differential and pricing
surface. The nodel's output suggests |lowering the
differential in Denver County, Colorado, and Wl d County,
Col orado, and nodestly increasing the differential in
Mor gan County, Col orado.

Particularly |ooking at the chart at the top of
page 3, | list four locations, I list the current Federal

O der differential for each one of those |ocations, and

2023

then | show the nodel's output for the two nonths that the

Uni versity of Wsconsin used in their nathenatical
analysis. And the final columm is what the National MIKk
Producers Federation has proposed for differentials for
t hose counti es.

As can be seen, the Colorado |ocations currently
have differentials that are higher than Jackson County,
M ssouri, the announced pricing zone. This results in
bl end prices in Col orado that exceed the base zone. The
Uni versity of Wsconsin's nodels results, unadj usted,
would result in a significant increase in Jackson County,

M ssouri, |l ocation values relative to Col orado | ocations.
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For Denver, instead of being $0.55 per
hundr edwei ght hi gher than Jackson, it would be 70 to $1
per hundredwei ght | ower -- a decrease in |ocation val ue of
$1.25 to $1.55 per hundredweight -- prior to any
adj ustnents for, on average, higher Cass | prices
t hroughout the Central order.

THE COURT: Let nme stop you there for just a
nonent. So you nentioned it would be 70 to $1, and that
was $0.70 to $1; is that correct?

THE WTNESS: Yes, it is.

THE COURT: Thank you.

THE W TNESS: Gkay. There would be simlar
declines for values in Mdrgan and Weld Counties. These
changes to the blend prices at Col orado | ocati ons woul d be
unt enabl e and woul d cause significant harmto
profitability of all Colorado dairy farners.

Wth all respect to the University of Wsconsin
researchers, we suggest that the nodel's output val ues for
Col orado are, perhaps, mathematically correct based on the
data used by the nodel, but not realistic relative to the
Col orado market pl ace and the increases in production seen
t here caused by demand from cheese, yogurt, and other
manuf act urers.

Additionally, it would be wholly inappropriate and
unfair to burden Colorado dairy farnmers with such a steep
decline in blend prices on top of the declines they wll
face fromthe inplenmentation of the Make All owance

i Nncr eases.
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NVPF' s proposal includes adjusted nodel results
for Col orado, as can be seen in the chart. W have
suggested a significant val ue decrease in the differenti al
val ue when conpared to Jackson County, M ssouri. For al
Col orado | ocations, the proposed differential values are
| oner than, instead of higher than, the existing
di fferences.

Qur proposal woul d suggest that Denver be, instead
of $0.55 higher, $0.05 |lower, a |l oss of $0.60 per
hundredwei ght in value. As discussed in Steve Stout's
expert testinony, the NVMPF proposal keeps the sane price
di fferences between the Col orado plants due to the unique
mar keting situation and rel ationships in the Col orado
mar ket pl ace.

Based on sone "nock pool" information shared by
USDA with DFA prior to the announcenent of the hearing,

i ncorporating the University of Wsconsin nodel's results,
unadj usted, and using the average of May and Cctober

val ues as the differentials, the blend prices at the

Col orado |l ocations were estimated to be about $0.40 per
hundr edwei ght | ower than currently being received.

USDA Exhi bit 408 was devel oped by USDA at the
request of NMPF. It recalculates the blend price for each
Federal Order at each order's blend price announcenent
zone and using the proposed NWF Class | differentials for
the nonths of May and Cctober 2022. It takes into account
hi gher Class | differentials and a changed pricing surface

at plants receiving pool mlk. No other changes were
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made, neani ng no changes in Make Al |l owances, et cetera.
It is a point-in-time analysis that can be used to
identify blend price changes due to the NMPF Proposal 19
at each mlk plant receiving that order's pool mlk.

The follow ng chart -- Estinmated Changes in
Producer Price Differential Prices at Sel ected Col orado
and Kansas Locations Using the NWPF Class | Differenti al
and Price Surface Proposal -- uses the Central order
i nformation from USDA Exhi bit 408 and adjusts those prices
to the selected plant |ocations.

It conpares the actual producer price
differentials (PPD) at the |ocations for May and
Cct ober 2022 and those based on the nock pools reported in
USDA Exhi bit 408 for the NWPF Cass | differential and
pricing surface proposal. The determ nation and
announcenent of a Federal Order statistical uniformprice
at standard conponent test is the addition of the PPD to
the Class Il price, also at standard test.

By reviewi ng the PPD changes only, this wll
result in the sane analysis as review ng the changes in
the blend prices. The chart shows the Jackson County,

M ssouri, values identified as Kansas Cty PPD. Kansas
City PPD was $0.01 per hundredwei ght in May 2022, and

$0. 98 per hundredwei ght in Cctober 2022, which can be

evi denced | ooki ng at Exhibit 409 and Exhibit 410, which
are the statistical uniformprice announcenents for My
2022 and Cctober 2022 fromthe Central Federal Order. It
was signed by M. WI son.
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Usi ng the NVMPF proposal, USDA s "nock pool™
results in a May 2022 PPD of $0.74 per hundredwei ght and
an Cctober 2022 val ue of $1.68 per hundredwei ght,

i ncreases of $0.73 and $0. 70 per hundredwei ght,
respectively. Using current and proposed price
differences from Kansas City, the chart shows the current
PPDs at selective |locations and the NMPF' s proposal s’
changes to those val ues.

For instance for May 2022, the Denver zone, with
its current $0.55 positive zone adjustnent from Kansas
Cty, had a PPD of $0.56 per hundredwei ght. That woul d be
the actual for that nonth in May 2022. Using the NWPF
proposal , which has Denver at a $0.05 per hundredwei ght
| ower zone, the Denver PPD would be $0.69 per
hundr edwei ght, a nodest $0.13 per hundr edwei ght
i nprovenent fromits current |level. The changes for the
ot her selected |locations in Col orado have siml ar
i ncreases.

NVPF's strongly urges USDA to adopt the proposed
Class | differential in price surface in our Proposal 19
for Colorado. The divergence fromthe nodel's results is
nodest and is needed to maintain blend price equity,
relative to current Colorado PPD and blend price |evels.
Expecting other changes fromthis proceedi ng including
i ncreases in Make All owances, Colorado dairy farnmers wl|
sustain a net reduced mlk price, despite the nodest
i nprovenent in their prices fromthe NWF O ass |

differential and price surface proposal.
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The follow ng table conparison of differential and
sel ected dairy manufacturing counties identifies current
and NMPF proposed differential values in selected states
and in selected counties with cheese plants. It conpares
t he NMPF proposed changes in the pricing surface in areas
t hat are heavy cheese manufacturing states. | provided
this conparison as evidence that the proposed Col orado
values at its major dairy manufacturing locations is in
line with the proposed changes at other simlarly situated
manuf acturing areas in other states and that the increases
at the Colorado plants is less than the increases in the
ot her | ocati ons.

However, it al so shows that Col orado's esti nmated
state Class | percentage continues to be significantly
hi gher than simlar cal culations for South Dakot a,

W sconsin, and M nnesota, and, in fact, up to seven tines
t he percentage as shown in the last columm. See

Appendi x 1 of my statenment for information about the

cal cul ation of state-level Class | percent.

Steve Stout's testinony provides conpelling
evi dence that the Colorado m |k supply increased over the
| ast 20 years to neet the growi ng needs of manufacturing
plants filling national and international demand for
cheese yogurt and ot her products.

If I may just, nmake a comment.

THE COURT:  Yes.

THE WTNESS: In the last 20 years, there's been a

| arge increase in the production in the state of Col orado.
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Most of that increase is delivered to one manufacturing
plant in Colorado. |In fact, nore than -- nuch nore than
half of the state's mlk goes -- is delivered to Leprino
at G eeley, Colorado. That type of marketing
relationship, as M. Stout has previously testified, is a
constraint that isn't considered in the University of
Wsconsin's nodel. W can cone back to that and tal k
about that sone nore.

Back to ny statenent.

It also shows that there is less mlk available to
supply Cass |I plants than existed 20-plus years ago.
That point shows that the calculation, the 14%in-state
Class | utilization belies the fact that despite the
growh in Colorado m |k production, mlk available to
Class | markets continues to be constrained as it was in
t he year 2000.

And if | could deviate fromny statenent.

| f you just assume half the m |k production in
Col orado goes to one manufacturing plant, and that there
are constraints on our ability to have that as a fungible
mlk supply, for it to go wherever we think it should go
to fill need sonmewhere else, | think if you back that out
of the equation, which I think would be an appropriate
thing to do, the actual Class | utilization in the state
wi t hout considering that is 28% It's probably higher
t han that.

Back to ny statenent.

The table of -- let nme just go through the table.

TALTY COURT REPORTERS, INC. 9443

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 Decenber 04, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

So as an exanple, I'll read one line through for Morgan
County, Colorado. The current differential is $2.35. The
NMPF proposed differential is $3.10, an increase of 75%
Usi ng ny nethodology that | created to try to estinmate
in-state Cass | demand, in 2000 in-state Class | demand
woul d have been 44% and w t hout maki ng any ot her
adjustnents, as | just previously did, the in-state denmand
is $0.14 -- excuse me -- 14% And | did that for a nunber
of different manufacturing |locations in conparison, in
Sout h Dakota, M nnesota, Wsconsin, and one in Kansas.

Col unbi a, where it says "Colunbia, CO " that's
supposed to be Col unbia, Wsconsin.

THE COURT: So in the chart on page 5, that is

entitled "Conparison of Differentials,” and so on, the
next to the last entry that says "Colunbia,"” should be
Col unbi a what ?

THE WTNESS: "W ," for Wsconsin

THE COURT: Al right. 1'd like to make that
change on the record copy. And it has been done.

THE W TNESS: The tabl e above provides additiona
evi dence that the pricing surface NVPF proposes for
Col orado is appropriate. It does not excessively increase
t he val ues and makes neasured use of non-nodel dynam cs:
To resolve PPD/ bl end price equity issues for Colorado in
relation to other areas of the Central Federal Oder; to
provide simlar increases relative to other conpeting
manuf acturing areas; to substantiate the Col orado's

Class | use of its in-state mlk is 2 to 7 tinmes higher
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than the other states shown; and to recogni ze that
Col orado has a nmuch tighter mlk supply available to
Class | plants than exists in the other states shown in
t he conpari son

To me -- excuse ne, let ne start over on that
par agr aph.

To maintain an appropriate alignnent with Western
Kansas and the Col orado manufacturing plants and the
Kansas City PPD/ bl end price announcenent zone, NWMPF
proposes an $0. 80 per hundredwei ght increase for Finney
County, Kansas, from $2.20 per hundredwei ght to $3 per
hundr edwei ght. Li ke Colorado, its zone is currently
hi gher by $0.20 per hundredwei ght than the Kansas City

zone, and the NMPF proposal changes that rel ationship by

2023

reducing the differential between Finney County and Kansas

City by $0.55 per hundredwei ght, from $0.20 per

hundr edwei ght over to $0.35 per hundredwei ght under. The
Uni versity of Wsconsin nodel's results showed an out put
val ue of $2.50 per hundredwei ght for May 2022 and $2. 60
per hundredwei ght for October 2022. Different from

Col orado, the nodel estimted an increase in value for

Fi nney County, Kansas.

In an effort to maintain blend price equity and
equity between dairy manufacturing regions in nearby
states, NWPF proposes Finney County to have a $3 per
hundr edwei ght price surface. This value wll nodestly
i ncrease PPD/ bl end price values by $0.15 to $0.18 per

hundr edwei ght and provi de a nodest offset to the negative
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bl end price inpacts of adopting higher Make Al |l owances.

Let me ask a question. | have got Appendix 1
Wuld you like ne to read the narrative of Appendix 1 into
the record or --

THE COURT: | think so. Yes, please. W're on
page 7 of your Exhibit 407.

THE WTNESS: Ckay. Appendix 1. DFA estinated
the Class | demand for each state and conpared it to the
m | k production in each state. W did this by dividing an
estimate of the state's Class | beverage demand by the
state's mlk production to get a statistic we are calling
beverage demand in conparison to mlk production. Qur
intent was to provide a conparative statistic, to reveal
changes between the years 2000 and 2022. W used it as a
proxy to see how the percentage of beverage demand in the
state has changed relative to m| k production.

We did not have data avail abl e about each state's
Cl ass | beverage denmand, and as a proxy we used USDA and
U.S. Census Bureau data for the years 2000 and 2022.
USDA's estinmated fluid mlk sales report was utilized to
estimate fluid mlk consunption. The United States per
capita consunption of fluid mlk averaged approxi mately
197 pounds in the year 2000. By the year 2022, this val ue
decreased 67 pounds to approxi mately 130 pounds per
per son.

These figures were cal cul ated by dividing the sum
of the nonthly total fluid ml|k products for the USDA
AMS' s estimated fluid mlk sal es page, by the sumof U. S
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Census Bureau resident population for each U S. state and
Washi ngton DC for the years 2000 and 2022.

And there's two footnotes. Footnote 1 gives the
citation "Estimated Fluid M1k Sal es, previous rel eases
2022-12 and 2000-12." And it gives cite of the |location
as https://nymar ket news. am usda. gov/ vi ewReport/3358. And
we retrieved that on May 18th, 2023.

The second citation is "U S. Census Bureau,

Resi dent Popul ation for each state, retrieved from
FRED' -- that's F-R-E-D -- which is the Federal Reserve
Bank of St. Louis, and the internet site is
https://fred.stlouisfed.org, retrieved May 18th, 2023.

Back to the narrative.

We recognized that this will not fully capture the
preci se changes, but for our purposes is adequate. W
mul tiplied the per capita mlk beverage demand by the
state's population in each year. This becane our proxy
for total Cass | beverage and demand for each yeah year.
We then divided that value by the state's m |k production.
The data and val ues are shown for 2000 in Appendi x la and
for 2022 for Appendix 1b.

Thi s data has been previously used in our
Northeast U.S. testinony by Ms. Ryll in support of NWVPF
Proposal 19 to show the growing mlk desert in sone of the
eastern seaboard states. For instance, it shows that New
Jersey and Rhode Island are the second and third nost mlk
deficit regions and have gotten significantly nore mlk

deficit over the | ast 22 years.
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And with that, | conplete ny testinony. Thank you
for allowing ne to testify today.

And | am avail abl e for questions, Your Honor.

THE COURT: M. Gallagher, | certainly understand
how you have been used as an expert. | tried to
conprehend everything you presented. | won't get it on ny
first run-through. Al right.

Direct testinony continued?

M5. HANCOCK: Thank you, Your Honor. It's just
after noon. | don't knowif this is the tinme for breaking
for lunch?

THE COURT: It is -- it is indeed. Yes. Yes.
Thank you, Ms. Hancock.

So we take an hour. Please be back ready to go at
1: 05 p. m

We go off record at 12:05 p. m

(Wher eupon, the lunch recess was taken.)

---000- - -
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MONDAY, DECEMBER 4, 2023 - - AFTERNOON SESSI ON
THE COURT: Let's go back on record.
W' re back on record at 1:07.
Ms. Hancock, you may resune direct.
M5. HANCOCK: Thank you, Your Honor.
BY MS. HANCOCK
Q M. Gallagher, your testinony in Exhibit 407 you
di scussed a constraint with the nodel that was unique in
California with a handler, Leprino, and |I'm wondering if
you could tell us -- I"'msorry?
UNI DENTI FI ED SPEAKER:  Col or ado.
M5. HANCOCK: On. What did | say?
UNI DENTI FI ED SPEAKER: Cal i f orni a.
BY MS. HANCOCK:
Q Let nme start again
In your testinony in Exhibit 407 you di scussed a
constraint with a handler Leprino in Col orado, that the
nodel did not take into account, and it was one of the
driving factors in the deviations that were proposed by
National MIk for Col orado.
| mwondering if you could tell us how that plant
in particular has created sone constraints that weren't
accounted for in the nodel ?
A. The nodel that we keep tal king about, it's a

mat hemati cal cal cul ati on.

2023

THE COURT: Your voice isn't |loud enough. You are

in a good position. So start again.
THE WTNESS: Gkay. So the nodel is a
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mat hemat i cal cal cul ation that solves for a given set of
inputs, and it assunes, if | can use this term that al
mlk is fungible, neaning it can go wherever the nodel
suggests it should go, mlk and dairy ingredients. And in
real life, that's not how things work.
And specifically, though, in Colorado, as

M. Stout previously testified -- and he'll return, |
think he's going to testify again tonorrow, or be
avail abl e for cross-exam nation -- that our marketing
relationship with Leprino Foods requires us to deliver
them contractual volunes of mlk, and unless they have a
demand change, that they would require less mlk. That
mlk's just not available to be fungible in the mlk
mar keting system And so the nodel doesn't take that into
account when solving its mathematical formula.

Q And we have heard other testinony in this hearing
t hat the nodel doesn't account for contractual
arrangenents for the business strategic decisions that are
made in the marketpl ace.

s this an exanple of that?

A Yes, it is.

Q And then how does the changes that National Mk
has proposed in deviating fromthe nodel results in
Col orado, how does it solve or address for those
constraints that are created by that uni que marketing
rel ationship?

A. Yeah. \Wen you | ook at the actual nodel mlk

that's available to supply Cass | needs in Colorado, it's
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the actual amount of mlk is significantly |less than the
nodel would take into account, and so |I believe that woul d
result in the nodel values for the state of Col orado being
hi gher .

And when we | ooked at how we could conme up with
sone neans of what would those val ues be, of course, we
first started at the current value of being $0.55 for
Denver, $0.55 higher than Kansas City, Mssouri. O
course, that's what our farner-owners wanted. Wth
di scussions within the industry, and within DFA we cane
to the conclusion that that wasn't a tenable solution

And so through the process, we |anded on a
solution that would be respectful of the nodel's results
and respectful of profitability for dairy farners in
Col orado and woul d be consistent in the state of Col orado
wi th everywhere el se across the country and that C ass |
differentials would go up.

And we -- we cane to -- the National MIKk
Producers Federation teamcane to the conclusion that if
we priced Denver a nickel |less than the proposal for
Kansas City, and kept the sane adjustnents between the
pl ants, the other plants in Colorado as currently exist,
we could come up with a pricing surface in Col orado that
woul d nodestly inpact, nodestly inprove, the PPD
di stributed in Colorado even though the Class | price
surface in Colorado would -- let ne back up -- even though
the adjustnent for blend prices in Colorado would go from

a |l arge nunber over the announced price for the Central

TALTY COURT REPORTERS, INC. 9451
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 Decenber 04, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

order to a nodest decrease fromthe calculation in the
Central order, and at the sane tinme, would be respectful

of all the Class | plants across the country, and that the
Class | differential for those plants would go up. And it
goes up nodestly.

O her than Col orado, all the pool distributing
plants in the Central order would have their C ass |
differential go up by nore than $1 a hundredwei ght, and in
Col orado we are suggesting that those val ues go up $0.75
per hundr edwei ght.

Q So sonething | ess than the surroundi ng area but
still nore reflective of what the actual market conditions
are in Col orado?

A Yes.

Q Ckay. Let's turn --

A. Before we go there, | have got a couple

corrections on ny exhibit. Can we cover those?

Q Yeah, sure.
THE WTNESS: Your Honor, | apol ogize. Over |unch
| realized that | -- over lunch | realized that |
m sstated sone nanmes of counties on page -- on the chart

on page 5, and | would like to correct them

M5. HANCOCK: In Exhibit 4077

THE WTNESS: In Exhibit 407, that's correct. So
when you go down, you'll see a Melrose, Mnnesota. That's
actually Stearns County, and the town of Ml rose.

THE COURT: Ch, and we're supposed to show the

county.
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THE W TNESS:. Yeah.

THE COURT: Al right. So I'mgoing to ask that
the record copy be adjusted accordingly. W're on page 5
of Exhibit 407. W're in the table that says "Conparison
of Differentials.” And instead of saying -- tell ne
agai n.

THE WTNESS: |Instead of it being Melrose, it
shoul d be Stearns.

THE COURT: Spel | ed?

THE WTNESS: S-T-E-RN-S (sic).

THE COURT: Stearns, M nnesot a.

THE W TNESS: It may be SST-EFA-R-NS. Yes, I'm
seeing a -- yes, it's SST-EFA-RNS.

And then, | don't know, | nust have had a brain
freeze when | was doing this because | al so got the other
M nnesota | ocation incorrect. And where it says Perham
it should read Oter Tail, OT-T-E-R T-A-I1-L. |
apol ogi ze for those errors.

THE COURT: And what you are telling ne is that

the town is the proper town, but what belongs there is the

county?
THE W TNESS: Yes.
THE COURT: It is very helpful to know what the
town is.
THE WTNESS: | could go through those if you'd
li ke.
THE COURT: Would you?
THE WTNESS: | woul d.
TALTY COURT REPORTERS, INC. 9453
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THE COURT: That woul d be hel pful.

THE WTNESS: |'Il tell you the nanme of the town
and even the plant | was thinking about.

THE COURT: That woul d be great.

THE WTNESS: Okay. So to begin with, Mrgan
County is the DFA plant in Fort Mrgan, Colorado. Wld
County is the Leprino Foods plant in Geeley, Colorado.

G ant, South Dakota, is the Valley Queen plant in MI bank
South Dakota. Hamin is the Agropur, AGR OP-UR plant
i n Lake Norden, South Dakota. The Stearns County, Melrose
Is the Land O Lake plant. OQter Tail, Perham M nnesot a,
iIs Bongards, B-ONGA-R DS \Waupaca County plant is
Appl eton, Wsconsin, and that is an Agropur plant as well.
The plant in Colunbia, Wsconsin, is Woces (phonetic).
It's the G ande cheese pl ant.

THE COURT: And would you spell what you just
sai d?

THE WTNESS: | think it's WY-OCE-S.

And Finney, Kansas, is the Garden G ty, Kansas,
pl ant owned by Dairy Farners of Anmeri ca.

THE COURT: | just want to confirmthat we did
make those changes on page 5. W changed Melrose to
Stearns, and we changed Pekham (sic) to OQter Tail.

BY MS. HANCOCK:
Q Let's turn really quickly to Exhibit 408.

| know you touched on this during your testinony.
" mjust wondering if you could give us an exanpl e of what

it is that is being inpacted by the price surface changes
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proposed by National MIk in Exhibit 408.

A. Ckay. Well, since we have been tal ki ng about the
Central Federal Order, why don't we go to Order 32. And
so like, | believe -- | wasn't here when this exhibit was

originally entered into the record.

But what for -- for the nonth of May, what this
shows is what the actual Cass | pool ed pounds were; the
actual total producer receipts; the Cass | percentage,
it's just the division of those two prior colums; the
actual Class | differential value; and under the Nati onal
M1 k proposal what the new val ue would be, so you can see
it's $4.3 mllion higher. That the average differential
currently across all the Cass | plants in Central order
is $2.16, and with the National M|k proposal it would be
increased to $3.36, which is $1.20 per hundredwei ght
I ncrease.

That as | testified already, the actual PPD at the
announced zone is one -- was $0.01 per hundredwei ght, and
wi th the changes that we have suggested through the pool
that was run by USDA, woul d suggest that it would have
been, everything el se being equal, $0.74 per
hundr edwei ght, an i nprovenent of $0.73 per hundredwei ght.

And then you have what the actual PPD would be at
t he average | ocation of all the producers mlk, and so
that's just what is the Class | differential change adding
to the total value of mlk. Then you can easily get that
by multiplying the market average Class | differential by

the 26% And you can see that it currently has been
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addi ng $0. 22 per hundredweight. It will add $0.51 per
hundr edwei ght for a difference of $0. 30.

And so | know there's already been di scussion by
ot her witnesses about how this -- our proposal to raise
the Class | differential will support higher blend prices
and reduce the incidences of depooling.

And so as an exanple, in this exanple, that you
can see that at $0.01 per hundredwei ght, there could have
been sone handl ers that m ght have been trying to estinate
what that price would be. R ght? They filed their
reports before -- you can't calculate the blend price
before you file the reports. And so you file the reports
bef ore you know what the blend price is, and there's, you
know, sone pretty sharp people that try to estinmte what
that blend price would be. And sonetines they get it
right, and sonetinmes they get it wong.

But -- so there mght have actually been sone
entities that depooled that nonth. But if this proposal
was in play, they wouldn't have depool ed because it was
obvi ous that the price was going to be $0.74 and there --
there woul d be -- those that would have made their
depool i ng deci sion wouldn't have done it, and so there
woul d be a reduced incidence of depool because of raising
the Class | values. R ght? And so a handler that is --
has the ability to choose whether -- whether to pool mlk
or not, would choose to pool, if the blend price at their
| ocation is higher than their class price that they woul d

have to pay for the mlKk.

TALTY COURT REPORTERS, INC. 9456
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 Decenber 04, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

But if the class price was higher than the bl end
price, they would probably choose to depool. And so by
raising the differential, would bring in the Central order
$4.3 mllion of value to producers in the pool for one
month. It would reduce the nunber of incidences of
depool i ng because the blend price would be higher enough
nore often, that it would then change the depooling
deci sions of handlers fromtine to tine.

Q Ckay. | want to tal k about the nodel and -- and
differentials historically.

| want to know first if you have any historical
experience in dealing wth differentials throughout the
course of your career?

A Wll, | do, actually. So in 1984 | was a freshly
m nted graduate at Cornell University working in M dtown
Manhattan for the old New York-New Jersey Market
Admi nistrators Ofice. And -- Chip may renenber this --
about that time there was a consideration of changing the
transportation differentials in the old New Yor k- New
Jersey Market Federal Order. And the analysis of that was
to collect hauling costs and run a |inear regression
equation to determ ne the cost per hundredwei ght per ten
mles to nove mlk fromsort of the Central New York area
into Mdtown Manhattan or into the New York City narket.
And so at that tinme, it was a strict analysis of what was
the cost of noving mlk frompoint Ato point B,

During Federal Order Reform that changed. That
changed -- that's when -- right prior to that, right, when
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we were having these open discussions anongst the industry
to determ ne what the appropriate Class | pricing surface
woul d be when we nerged all the, you know, reduced nunber
of orders down to, | don't know what we got down to,
11-ish, how we woul d set the pricing surface.

And at the tinme Cornell University had been doing
sone -- and Mark Stephenson -- had been doing sone pretty
prof ound research on the spatial nodel, and the spati al
nodel was used to determine the pricing surface, which we
automatically ended up with, which would have been -- for
those of you who recall, there was a bit of a dispute
bet ween one nodel result that was Option 1A and anot her
result that was Option 1B, and Congress nmandated that USDA
nmust use Option 1A

And that, though, deviated fromthe analysis |
t al ked about when | first came to the Market
Adm nistrator's office because, as we know, that nodel,

t hat mat hemati cal cal cul ati on takes into account all --
all raw bulk mlk, all ingredients of mlk that can be
noved around to use to create dairy products, as well as
transportation and costs and a nunber of other things, and
came up with a pricing surface that wasn't strictly tied
to what it cost to nove m |k between point A and point B.
Q And how did that help you understand what the
nodel is doing in the Wsconsin nodel ?
A So it's -- it's simlar. Right, it's a simlar
mat hemati cal calculation. Over tine, as Dr. N chol son

testified, they tweaked sone things and updated sone
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things, but it is pretty nuch a simlar analysis,

mat hemati cal analysis. And it -- and it creates output.
And as Dr. N cholson testified, the output is a base point
fromwhere to start from but it really needs the nmarket
intelligence of the people that market the mlk to
understand and to formthe pricing surface in a way that
fits their industry, their region.

You know, | recall during Federal Order Reform
participating in a group in the Northeast that included
Maryl and and Virginia M1k Producers, Land O Lakes,
Agri-Mark, St. Al bans Cooperative at the tine, Dairylea
Cooperative which | worked for at the tinme, Dairy Farners
of Anerica, and Upstate Farns.

And we were -- we were tasked with taking three
separate Federal Orders and nerging theminto one. And
when we | ooked at the output from what becane Option 1A
we had serious concerns about how the -- just taking the
nodel s out put and overlaying it on those three Federal
Orders woul d adversely inpact the marketing of mlk in
t hose regions.

And of specific concern was that the nodel
suggested nuch lower and |lower -- lower values in Northern
and Western New York than were actually adopted during
Federal Order Reform and we, the group, decided that we
saw at that tine -- right, so this is 1998, 1999 -- that
the Cass | supply area was going to be noving further
away fromthe Class | demand area. And we recogni zed that

if we wanted to have an adequate supply of mlk for the
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Class | demand area, we couldn't have a price surface that
negatively inpacted the price and the profitability of the
producers in the regions that were going to be producing
the mlk to supply those areas.

And so we -- we devel oped a proposal that we
adj usted the output of the nodel to have higher
differentials from Central New York north and Central New
York nost of the way west, to facilitate a production of
mlk so that we would have m |k available to supply the
G ass | needs.

And so that was the market intelligence of the
cooperatives in the region comng to a determ nation of
how to best use the nodel as a base, but fit the nodel to
t he needs of the marketplace. And that's no different
t han what we're doing -- or what we have done in the
National M|k Producers Federation group to date in the
proposal that we have devel oped and our pronoting here at
t hi s heari ng.

Q How did that work out? Do you feel |ike that the
conpetitive marketplace and the differentials were set
properly in that instance?

A | do. | do. And as we -- as we sort of had the
vi ew back then, the nmarket has noved -- the supply has
nmoved nmuch farther away fromwhere the Class | denmand is.
So we made the right call. W nmade the right adjustnents.

Q In the current nodel that Dr. Ni chol son has
produced, there is a nodel output that takes into account
both May and Qct ober.

TALTY COURT REPORTERS, INC. 9460
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 Decenber 04, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

And |'m wondering if you could give us sone
insight as to why it was inportant to use the spring and
fall tinme period for the nodel results?

A. Yeah. There was an interest by the task force as
to whether the nodel would show different values for those
two different tine periods, and May was sel ected because
it was the springtine, it was a flush nonth, and Qctober
was sel ected because it was sort of during a tighter
supply tine, just seasonally tighter supply, and
seasonally tighter demand, typically during -- you know,
bei ng August-ish, through the fall there's additional
demand for the forthcom ng holidays, end-of-the-year
hol i days that generally are good demand points for dairy.
And so the market generally is tighter then, and generally
it is seasonally lower mlk production. And so we were
curious if the nodel would show a different val ue between
the two tinme periods. And it we did, as we thought it
woul d.

Q And is that why National MIk used the average of
those two, spring and fall?

A Yes. So, now, you got to start sonmewhere to start
usi ng your market intelligence. And so what we decided as
the starting point, right, we first started with
i dentifying what we wanted to use as anchor cities, and
t he anchor cities were | ocations where order boundaries
nmer ged.

And once we identified the anchor cities, then we

general ly | ooked at what is the average between -- sinple
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average of the May nonth and the Cctober nonth, and we
started there. And we started there in nany areas across
the country -- in many regions across the country, we
started fromthat point to evaluate using our market
intelligence as to whether it was an appropriate val ue,
whet her it shoul d be higher or |ower, whether the

di fferences between two plants were appropriate or not,
whether it unfairly inpacted producer blend prices. So
there's many, many, things that were taken into
consideration to cone up with the final -- the final

pr oduct .

And even the anchor cities -- again, everything
had a starting point to wrk from and even the anchor
cities, you know, we used the termanchor. It didn't nean
we were, you know, putting an anchor in the ground and it
wasn't going to change. It was just -- it was a place for
us to start, and it just hel ped us think through the
process by just namng it sonmething, and we called it
anchor cities. But even sone of those anchor cities had
changes in the values fromwhere we first started.

Q And we have heard the nodel result nunmbers from
the nodel itself, and then even as far back as order
reform referencing those nodel results referred to as
shadow pri ci ng.

What do you under stand shadow pricing to nean?

A Shadow pricing it is a mathematical fornula, that,
you know, the nodel acts |like the mlk marketing czar and

can direct where the mlk and ingredients goes in this
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| east-cost process to sort of identify these values. And
what the nodel result output is, identifies after taking
into account all classes of mlk, all types of -- you
know, all raw mlk, all types of ingredients that can be
produced and used to produce other dairy products, it
takes into account all of these things and determ nes a
val ue.

And what the value is, is if there was 100 pounds
of additional mlk at that particular |ocation, that
shadow price then says, how nmuch would the system cost,
the entire systemcost, be reduced? And so if -- if the
val ue was $3.70 for a particular |ocation, the nodel --
then in the interpretation of the nodel, if there was
100 pounds of additional mlk in that |ocation, it would
reduce the cost of the system by $3. 70 per hundredwei ght.
And it's that value, it's -- in the prior nodel, in the
Federal Order Reformtine period, it was those val ues that
USDA used to determne -- to start their consideration of
what the price surface would be across the United States.

Q And is that shadow price the sane thing as an

actual market value for the price of mlk in any given

| ocati on?
A. No, it"'s not. It's a-- it's just -- it is a
statistical value. And it is -- it has rel evance because

of the intricate analysis that goes on in the nodel, but
it also needs to have a view fromthe people marketing the
mlk as to whether that really fits that |ocation and the

| ocations around it.
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Q We have heard a line of questioning over the | ast
week or so where various w tnesses have been asked, what's
the failing in the nodel, that suggests that National Mk
couldn't have just stuck with the nodel results.

Do you think that there are failings in the nodel
that says that the nodel is untrustworthy?

A No. The -- there's --- the nodel doesn't have
failings. It just -- the nodel -- again, it's -- it

treats everything as fungible, and that's not the real

world. Right? So you have got -- | already described the
Col orado situation and -- you know, | know, organic.
Right? The organic Cass | is going to go to an organic

Class | handler, it's not going to go to wherever, right?
You know, there's GVO-free mlk. There's grassfed mlk.
There's A2 m | k.

One of the Chip's custoners has a -- has a uni que
producer supply of larger farns in the greater Chio area
that they work with to develop a -- provide incentives to
develop a certain quality and certain characteristics in
the mlk supply. That handl er doesn't -- wants that mlk
to cone into their plant to nmake their product, so then
t hey can use those qualities to pronote, to pronote the
val ue of their product. And so they are not going to just
| et anybody's mlk cone in or they are not going to want
to divert all their mlk sonewhere else. And so there's
t hese constraints that just are out there that go beyond
it just being this fungi ble marketpl ace.

And -- and so -- so the npdel needs to be -- the
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nmodel's results needs to be tweaked a little bit as -- as
those things are considered. And that's what the narket
intelligence does or the people that market the -- narket
the mlk -- are the primary marketers of the mlk, that
can add the value to nmake this even a better solution than
just relying on the nodel's results.

Q And you just gave an exanple of sonme specific
pur chasi ng characteristics of mlk standards that a
cust omer m ght have.

In those instances, it would be inportant that
that mlk is not commngled with other mlk that doesn't
meet these standards; is that fair?

A That's fair.

Q And the nodel itself assunes that every -- every
truckload of mlk is going to be filled to capacity in
order to achieve those efficiencies that are built into
t he nodel ?

A. Correct. And that doesn't always happen. And --
and M. Parks provided sonme really good testinony about

different sizes of tankers, and he did a very nice job

t oday.
Q "' mwondering if you have any other exanples of
aspects that the nodel does not -- or effects in the

mar ket pl ace that the nodel does not account for that were
i mportant factors in considering whether deviations needed
to be nmade?

A Yeah. Aside fromthe ones that | have nentioned,

not wanting to repeat those that were brought up by
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M. Parks, no, | can't renenber everything he tal ked
about .
Q And what about receiving days and hours at the
pl ant ?
A | was just going to go there.
Q Sorry.
A. So -- so, you know, there's still Class | plants
that only receive mlk five or six days a week. It's not

2023

unusual for plants to be down for a day or two. They have

different hours, especially in today's work world where it

becones -- the | abor situation is tight, and workers can
nove for even better work tinmes. They have to recognize
different work schedules. And so there's not necessarily
24 hours receiving of mlk at every plant across the
United States, so that's a little different.

You know, sonething like even a sinple -- so it's

been a while for nme since | have been marketing mlk -- or

in the process of working with a teamthat markets the
mlk, that's probably a better characterization, but I
remenber -- you know, | worked in the Northeast

mar ket pl ace, and there are a lot of Amsh dairy farners
who -- Lancaster County, Pennsylvania, and surroundi ng
environnments. And, you know, they would even have
constraints because they wouldn't want their m |k picked
up on Sundays. And so the nodel just assunes that al
kind of works out. R ght? And it does all work out, but

it takes -- it takes, you know, people managi ng the system

to get it to work out.
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Q Are there tanker-size limtations at various
receiving plants as well that would cone into place?

A Yeah, I'msure there are. But | leave it to
sonebody el se, maybe M. Stout can tal k nore about that
when he gets back tonorrow.

Q What about non-pooled mlk, how would that factor
in?

A. Yeah. So the nodel takes into account -- not --

t he nodel does not recogni ze the existence of Federa

Orders, so there's no such -- there's no such thing as
non-pooled mlk in the nodel. It is all mlk. Right?
There's no such thing as pooled mlk. It is all mlk. It

doesn't take into account, you know, what types of
mar keting rel ati onshi ps may be inpacted by Federal O ders.

Q And what about priority at receiving supply
plants, is that a factor as wel|?

A. It could be, yeah.

Q Fair to say that there is a whole nyriad of things
that actually happen in the real world that influence
strategi c busi ness decisions that are not accounted for in
t he nodel ?

A Yes.

Q Ckay. And those are the factors that were taken
i nto account when setting -- when setting the proposed
National MIlk differentials?

A Yes.

Q Ckay. | want to talk for a m nute about

whet her -- what is happening at the retail |evel and
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whet her there is even roomat the retail |level to absorb

any of these prices with a variety of uses.

Did you do anything to evaluate that over our
break period?
A | did. So | had a curiosity. | had a curiosity.
| go into the supermarket where | live -- and ny wife and

my kids will tell you if they were here, that wherever

go, | go sone place and | ook at the price of mlk.

the retail.
And so | was | ooking at those different mlk

prices, and | renenber the testinonies from Coca- Col a,

of a -- when you equate those vol unes, those contai ner

sizes to gallons, and | ook at the price of those gallons

in value at the retail |evel.

me on the National MIk task force if they wouldn't m nd

going to a supernmarket or two over their -- during the

did that.

Probably nost of you do the sanme thing. So | have al ways

Class | mlk for sone of their fast food custoners. And I

was | ooking at the types of mlk that they probably would

to the price of regular mlk, there is quite a difference

nont h of Novenber and just collecting sone prices. So we

And so we -- we surveyed it. It's -- it was just

a sinple survey of just, you know, give @Gllagher sone --

had this curiosity about what are different mlk prices at

Fairlife, HP Hood, Nestle, Schreiber talking about hedging

hedge, and | was kind of curious about there's quite a bit

And so | -- | asked ny contenporaries working with
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satisfy his curiosity. So --
Q M. Gallagher, if you could just pause for a
nonent .

M5. HANCOCK: Your Honor, M. Prowant is handing
out the summary of his price survey that we would like to
have marked as the next exhibit.

THE COURT: Very good. So that will be 411
Let's go off record while that is distributed and get our
copi es.

We are off record at 1:47.

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

THE COURT: Let's go back on record. W're back
on record at 1:48.

Ms. Hancock, | have marked ny Exhibit 411, and
have al so marked the sane docunent as NMPF-54D as in
David. 54D

(Thereafter, Exhibit Nunmber 411 was narked

for identification.)

M5. HANCOCK: Thank you, Your Honor.

BY MS. HANCOCK:

Q M. Gallagher, do you want to proceed with telling
us about the survey that you conducted?

A. Yeah. So let ne list the city areas where the
data was collected: M nneapolis, Mnnesota; Buffalo, New
York; C evel and, OChio; Washington, D.C. ; Boston,

Massachusetts; Detroit, M chigan; Dallas, Texas;

Fort Lauderdale, Florida -- who was in Fort Lauderdal e,
Florida without me -- Los Angeles, California; Tucson,
TALTY COURT REPORTERS, INC. 9469
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Arizona; Roanoke and Lynchburg, Virginia; and
Fayetteville, New York, which is in the Syracuse, New York
ar ea.

And | asked that they go and they collect data
t hat woul d show HTST whole m |k gallons, the | east
expensive they could find on the shelves. And then |
asked themto go and get the | argest container they could
find and record the price for Fairlife, for their regular
Fairlife mlk. R ght? Lactaid, Nesquik. And then go to
a foodservice, MDonald' s or Wendy's or Burger King or a
conveni ence store, and just |look to see what a snall
container of mlk, a 16-ounce or an 8-ounce contai ner of
mlk was priced at.

And when we got the data back, we converted
everything fromwhatever size the jug was to the gallon
equi val ent, and then adjusted the price to the gallon
equi val ent price, and then we averaged everyt hi ng
t oget her.

And what this -- this information is on this
exhibit is the average of all the cities, all the data we
collected in all those cities.

And the point that | was interested in seeing and
the point that cane out fromthis that satisfied ny
curiosity was that the -- you know, the val ue-added m | ks,
the value-added mlks |like Fairlife, they've got a
tremendous product, Lactaid is a trenendous product,
Nesqui k, the foodservice m ks, when you converted that --

those to a per gallon value, they were significantly nore
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t han conventional mlk, conventional gallon of mlKk.

And so | know there is interest fromd ass |
handl ers in being able to use risk managenent to nanage
their profit margins for their businesses. And the ones
that testified, the entities that appear to testify
wanti ng everyone to understand that they use risk
managenent to manage their Cass | price risk and to help
protect their profitability tended to be the producers of
t hese products, that | call higher value products.

And so in ny risk managenent experience, right,

they will still be able to hedge if we return to the
hi gher - of . It, though, wll cost thema little bit nore
to execute the hedges. | do not know what ki nd of hedges

t hey are using now, but one of the strategies that | hope
they do is that they would | ook at using an option
strategy instead of a | ocked-in price strategy.

And with an option strategy, they can put a
ceiling on their mlk price. And if the Cass Ill, IV
average in the strategy is higher than where they put
their ceiling on, then they are protected against the
prices going up. But if the price doesn't go up, they
enjoy the lower mlk price that they pay for the mlk
comng into the plant. So they can get the best of both
wor | ds.

Wth the higher-of, they can still do that, but
t hey have to hedge an extra quantity of mlk. So for
i nstance, right now, if they had 100 pounds of C ass |

mlk they wanted to hedge, they would cover 50 pounds with
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a Cass Il hedge and 50 pounds with a Cass IV hedge, 100
pounds. Wth the higher-of they would have to use this
option strategy on 100 pounds of Class IlIl mlk and

100 pounds of Class IV mlk. So they'd basically have to
hedge an extra quantity of mlKk.

And the cost of that, using the options market,
woul d be -- recently during the nonth of Novenber, to take
sonet hing that went out and | ooked at the first half of
2024, and then the second half of 2024, that extra option
transacti on woul d have cost them about $0.08 a gall on.

And when | |look at -- you know, | don't know what their --
| don't -- | do not know what Fairlife sells to the retai
at and what the retail markup is. But | think there's
probably sone decent margin there, and I think they can
afford to continue to hedge and continue to use the
strategy and pay $0.08 a gallon nore.

And there are other strategies that get nore
involved in sort of the use of option strategi es where
there are sone transactions that you can take that you
[imt how nuch the mlk price can go down using an option,
and selling a put option, and you can use the revenue that
you get fromselling that put option to reduce the cost of
the strategy of putting a ceiling that can -- can reduce
t he cost of that even nore.

So | bring this up solely to offer you USDA, sone
confort, in that there still will be opportunities for
entities to hedge Cass | even when the higher-of.

Q Thank you, M. @ll agher
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MS. HANCOCK: Your Honor, with that, we woul d make
him --

THE WTNESS: | have got one nore thing | woul d
like to cover, if | could, if you don't m nd.

BY MS. HANCOCK:

Q Sur e.

A. One of the -- one of the -- one of the topics that
we have been discussing is the reserve supply of mlKk.
And |I'm not sure where the nunber 30% canme from but the
best | can conme up with, there's two weekends in a week,
and two out of seven is alnost 30% | don't know if
that's where you get reserve supply or not. |'mopen for
education on that.

But if you look at where the marketplace is right
now, you | ook at where the marketplace is right now, think
about -- first think about when -- when the nodel that was
used to determine the existing class price structure,
producer price structure, back in 2000, think about the
mar ket pl ace back in 2000. W had -- sone of the younger
menbers of the USDA team -- we had sonething called the

Dairy Price Support Program

Do you recall hearing when -- when the European
community got rid of their quotas, and it just -- market
dy- -- gl obal market dynam cs worked out that the European

Uni on had to buy nountains of powder to take off the
mar ket because they didn't have a commercial demand, and
that nountain grew to be about 900 mIlion pounds of

powder .
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Back when we were doing Federal Order Reform and
first inplenenting it here in the United States, we had a
Dairy Price Support Programthat bought nonfat dry mlKk
powder, and we had a bi gger nmountain of powder back then
t han Europe had in the 2015 to 2018 tine period. W had
over a billion pounds of powder in governnment storage. So
we had a ot of extra mlk that didn't have a comerci al
demand.

So the price support program doesn't exi st
anynore. W have devel oped through a | ot of hard work,
through a lot of dairy conpanies, the U S. Dairy Export
Counci |, we have devel oped significant export markets
wher e busi nesses and consuners around the gl obe have a
regular demand for U S. mlk that is turned into nonfat
dry mlk, whey, |actose, and cheese.

Back in the early 2000s, depending on the tine
period, 1 to 5% of the U S. mlk production was surplus
m |k that was bought by the federal governnent because it
had no comrercial nmarket. Now that's virtually zero. |If
they are buying anything, it's for an actual food program
where there's a food demand that they are trying to neet.

And we have devel oped an export market that now
consunes about 18% of the m |k produced in the United
States. That fulfills a regular demand from buyers and
consuners and in other countries.

So if you think about today's narketpl ace,

about -- when you think about all the mlk in the United
St ates, about 20%of that mlk is used for dass |, about
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10%is used for Class Il, about 55%is used for Class |11
and about 15%is used in Cass |V.

The Cass Il mlk, that 10% is 100%
consuner-demand driven. Cdass |l plants don't buy mlk
that they don't need.

Cass Il has beconme 100% consuner -denmand driven
mar ket pl ace. Cheese -- maybe a cheese manufacturer wl|l
take a little inventory now and then, but they don't
have -- they are not buying a lot of extra mlk. They are
buying the mlk they need to neet a consuner denmand.

So then you have 15% of the market is Class 1V,
and about 65% of that gets exported. And then of what's
| eft, about at least half of that probably is a regular
consuner denand.

So when you sort of work through all that, you
get down to about 2.5%of the mlk supply may be in what
could be considered a reserve. And 2.5% of 20%is about
11%

We don't have a lot of extra mlk that can easily
maneuver to neet surges in demand for anything. And we're
in a marketplace right now where m |k production is
stagnant, dairy farnmers have changed their breeding
prograns to breed as nuch for beef, actually probably nore
for beef than replacenment cows, and that's not going to
change for a while. That's not going to change until the
price of beef declines significantly, and then it's going
to take two years after that before the -- maybe, at | east

two years, before the m | king herd changes, before they

TALTY COURT REPORTERS, INC. 9475
taltys.com - 408.244.1900


http://www.taltys.com

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

change their breeding practices, and naybe don't breed as
significantly to beef.

And so we're going to have fairly flat cow nunbers
here in the United States for years to cone that's going
to result in not nuch of a change in mlk production, and
yet we're still going to see -- granted, we hope we're
going to see demand growh in Class |I. | can tell you
dairy brands -- DFA dairy brands works at that every
si ngl e day.

But we're going to see nore ml k demanded in the
United States for Class Il, Cass IIl, for butter, for
powder, for bakery opportunities. W're going to see the
demand of mlk grow here. And there's going to be nore of
our m | k demanded by busi nesses and consuners in other
countries. W do not have a neasurabl e reserve supply of
mlk to fall back on. W're going to have to nmake sure we
have a pricing systemthat supports the growh of mlk in
the United States to neet just the Class | denands we're
going to have even if the market doesn't grow beyond what
it is already.

And so we've got this tight marketplace, and |
wanted to nake sure that -- that is an inportant factor
and | wanted to nmake sure it was on the record.

Q Thank you.
A Thank you for giving ne that opportunity.
Q O course.
And just so we can tie it back around into your

testinmony in Exhibit 407, is the point there that, one,
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even that -- with an increase in price differentials, that
we're not going to further conpromse the Class | industry
in a way that would be harnful to the novenent of fluid
mlk -- to the demand for fluid mlk?

A Correct.

Q And, further to that point, in your exhibit in

411, even increasing -- even increasing the Cass | mlKk,
there still is roomfor that increased price even if it
was to be passed through all the way to the retail |evel

to absorb into those prices?

A That's correct. The information fromDr. Kai ser
on demand el asticities shows that fluid mlk is
significantly inelastic. Although, you know, there wl|
be sone decrease in purchases because as prices go up, if
it wll be a smaller, smaller change, and the overal
value of mlk to dairy farners will be inproved.

Q Thank you, M. @all agher

MS. HANCOCK: Your Honor, at this tinme we would
make hi m avail abl e for cross-exan nation.

THE COURT: [1'd like to take a five-mnute stretch
break. Don't go very far. Please be back ready to go on
record at 2:10.

(Wher eupon, a break was taken.)

THE COURT: Let's go back on record.

Al right. W're back on record at 2:13.

M5. VULIN. Thank you, Your Honor.

/1
/1
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BY M5. VULIN:
Q Good afternoon, M. Gall agher

A. Good afternoon, Ms. WMulin. How are you?
Q |'' mgood. How are you doi ng?

A I"mwel |, thank you. Happy holi days.

Q Li kew se.

A. Thank you.

Q

Ashley Vulin for the MIk Innovation G oup, just
for the record.

Just a coupl e quick questions about the | ast
exhibits -- or the last exhibit you introduced and
di scussed, Exhibit 411.

A Yep. Go ahead while I look for it.

Q So you made sone statenents about Fairlife's
mar gi ns and what you think m ght be possible based on
t heir hedging, but then you said you don't have really any
insight into Fairlife's margins.

So | just want to be clear on the record, do you
have any personal know edge, any information about what
Fairlife's margins are?

A | do not.

Q And do you have any personal know edge about what
Lactaid's nmargins are?

A | do not.

Q Do you have any percentage know edge about what
Nesqui k' s margi ns are?

A | do not.
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Q Ckay. Thank you. You can set that aside.
And then just for ny own understanding,
Exhi bit 408, which is NWPF-54A that you attached to your
testinmony, is that USDA Exhibit 46, the sane docunent?

A Hel p. Yes.

Q | believe so. | just wanted to nake sure you
hadn't changed anything or that it was the identical
docunent USDA produced.

A. Correct. | did not change anything. It's the --
it's the identical docunent. | took it off of the
websi t e.

Q And then just before we took a break you had
shared sone utilizations of the various cl asses.

A Yes.

Q And these were from notes you had?

A Yes.

Q And were those -- | ask just because referencing
t he exact nunbers again | know is hel pful.

Was that utilization of all mlk in the United
States or utilization of pooled mlKk?

A All mlk in the United States. And it's -- it's
DFA -- it's a DFA analysis, and | would have referenced it
in ny testinony when | testified about the
Make All owances. You will see those percentages. | can't
renmenber the exact page but -- and | -- it's, you know,
DFA' s view of what the national utilizations are of
everything: Pool ed, non-pool, everything.

Q And you had said that Class Il and Class Ill are

2023
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consuner demand driven.

And | had m ssed, did you also say Class | is
consuner - demand driven?

A. | didn't say that, but it definitely is
consuner -demand driven, yes. Thank you for updating that
and remnding ne of that. How silly of ne not to nention
that even the |argest Class | processor.

Q So then turning to your testinony, | would like to
start with your role in developing the differentials.

So can you just tell us which pencil crew you were
on, and how early did you get involved and what was your
arc of that journey?

A. Sure. So | was involved fromthe beginning with
the task force, and participated in the first neeting, the
Chi cago neeting, to tal k about the anchor cities.

Q Can | ask when was that?

A. August or Septenber of 2021. Septenber of 2021.
So -- so then the task force was split up into Nationa
M| k menbers by region, and of course, being DFA and being
a national cooperative, we were -- we needed to have
representatives in every region. And so to sone degree |
was involved in every region, but I -- you know, so since
2010 | have been the risk nmanagenent person, and | haven't
been involved in marketing the mlk, and certainly where |
woul d have had sone historical know edge woul d have been
prior to that with Dairylea, | really don't have a | ot
anynore.

And so as | was asked to sort of lead this project
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for DFA, | imrediately knew | needed help. And so |
drafted individuals fromeach one of our council areas to
participate in the discussions for the regiona
di scussions. So you have already net Skylar, M. Ryll,
who is in the Northeast; M. Erba who was in the M deast;
M. Brinker and M. Stout were in the Central area, Upper
M dwest area; M. Stout was also involved a little bit in
sone of the non-pool areas; M. Hi ranoto was invol ved out
West; M. Yates, Ernie Yates, was involved in the
Sout heast and Sout hwest, as was M. Herting; and to sone
degree, although not to a significant anmount, M. John
Kang was al so peripherally involved in the Sout hwest.

So ny ngjor role was in the Northeast and the
M deast, getting things started. Sort of being the person
t hat got the groups together the first tinme, but | didn't
have much to add beyond that other than sort of
encour agi ng them and setting sone tinelines to get them
t oget her.

| would say it would be simlar to the other
regions, | obviously was a little bit nore involved as we
got into Col orado as | have noted.

Late in the gane, | can't renenber what
M. Hoeger -- if he covered this, he probably did, but
late in the gane -- so late in the gane woul d have been,
you know, before we filed our final proposal -- but |
can't renmenber even when we did that anynore, it m ght
have been April of '22 -- we cane to the conclusion that

when we | ooked at sone of the Upper M dwest pricing, we
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2023

had a price difference between Chicago and M nnesota t hat
probably would result in nost of the m|k being depool ed
nost of the tine.

And so after realizing that, we then, taking into
account the inportance of nore of an equitable pricing
surface to producers, we made sone adjustnents. And |

can't renmenber exactly what they were. You would have to

pr obably woul d have tal ked about how we adj usted

M nneapolis -- well, | don't know if we adjusted
M nneapolis or just Chicago, | can't renenber at this
poi nt .

But once we did that, then we nmade sone changes
and we needed to make sone other adjustnments. And so |
went and Chris went through and sort of nade these
adjustnents in lowa, and | nmade sone adjustnments in
Eastern Nebraska to line up with lowa. And | can't
remenber if we |owered or raised. W probably I owered
thema little bit.

Q Ckay. And --

A. And then so let nme -- and then -- you know, so
then | was peripherally involved in sone of the
conversations in -- in the Western region, and | hel ped
sort of give support about how we would snooth prices in
t he unregul ated areas, so it | ooked |ike a snoother

pricing surface, relative to one that was choppi er.

go back and |look at M. -- you would have to go back and
| ook at Chris's testinony. He's -- he tal ked about how we
adj ust ed Chi cago and how we woul d have -- | think he

r TALTY COURT REPORTERS, INC.
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THE COURT: One that was what?
THE W TNESS: Choppi er
THE COURT: Choppi er.
BY MS. VULIN
Q A lot of details there. | tried to wite down
sone questions, so I'll nmaybe go back a little bit and
t hen go through that.
You said that your expertise is not in marketing
mlk, it's in risk managenent?
A Correct.
Q And so why are you leading the charge then in this

mar keti ng endeavor ?

A. DFA needed sonebody to coordinate the entire
policy procedure, and so | was -- after sone retirenents
at DFA, | was sort of the next person standing with that

ki nd of experience, and so | got drafted in January 2022.
'22? 2021. Wen did we start? January 2022. '21?

Yeah, January 2021, | got drafted by our CEO to
sort of lead the process. And so | was using -- and we
have got a | ot of expertise in the house, and | was --
was using the expertise, and | was trying to let them--
and | did, |I let themfigure this stuff out. | just sort
of pushed themalong to get themto nmake sure they were
nmeeting and di scussing and interacting with one anot her.

Q And - -

THE COURT: Say that again, |eading and
di scussi ng?

THE WTNESS: And interacting with one anot her.
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BY M5, VULIN:

Q Ckay. And then you were involved in the
Sept enmber 2021 neeting that selected the anchor cities and
set the differentials for those?

A | wouldn't call it set. But we canme up with
values to start with. As | renenber that neeting, | had
sonething | had to do to get honme for. It probably was
my -- ny daughter's high school soccer gane, and | |eft
that neeting before it was conpleted. And there was --
=we hadn't gotten to Kansas City yet by the tinme | had
left. So anyways, |'ve got limted information, and the
best person to ask questions about the determ nation of
the anchor cities is going to be M. Sins. He led the
Class | differential project for our task force. And
he's -- he'll be here soon. He's here. He'll be up here
soon.

Q And then in April there were, at that point,
differentials set.

But then you noticed that sone changes you believe
needed to be nade, correct?

A Sonmewhere around there, yeah. It was a live
docunent, right? So we tweaked it here and there as we
t hought we needed to.

Q And you said M. Hoeger made changes in lowa; is
t hat correct?

A Yes.

Q And did he al one nake those changes?

A. He -- he made adjustnents and t hen had
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conversations with, I'"'mnot quite sure who all, but | know
Land O Lakes and DFA.
Q And you said you personally nade changes then to

t he Eastern Nebraska regi on?

A Yep, and | -- yes. And | had conversations with
M . Hoeger.

Q Anyone el se?

A. The DFA team

Q Who is that?

A Ch, M. Brinker would have been the individual
wi th DFA of nobst concern.

Q When you and M. Hoeger -- sorry, |I'll -- when you
made the changes to the Eastern Nebraska region, did you
consult anyone outsi de of DFA?

A M. Hoeger.

Q Anyone el se?

A. Probably M. Sins to |l et himknow, hey, we had
conversations within the task force about naking sone
changes. Maybe M. Sleper. [|I'msure | did.

Q Were you primarily the person that sel ected those
val ues t hough?

A. Yeah, | think so.

Q After April was there anyone el se who took on
changes to any regions simlar to what you and M. Hoeger
di d?

A |"mnot sure. | don't know. | can't renenber.
It's a conmbination of | can't renmenber and | don't know.

And the timng is alittle fuzzy too.
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Q And do you have Exhibit 300 and 301 in front of

you?
THE COURT: | can get them
M5. VULIN:. Thank you, Your Honor. And while --
THE WTNESS: | was hoping | wasn't going to be
left out.

M5. VULIN. And while you are there, if you
woul dn't m nd Exhibit 353, which is the anchor cities.

THE COURT: So there are these.

And you want 3537?

MS. VULI N: Yes, please, Your Honor.

THE COURT: So may we have a record copy of that
for the witness, please, 353.

M5. VULIN. My | approach?

THE COURT: You may. Thank you.

And | think | need a copy of 353. | -- 1| think
of -- never mnd. | pronmise to give it back.

THE W TNESS: M, too.
BY MS. VULIN:

Q Let's start with Exhibit 353, which is the anchor

cities. You said you were involved in the neeting that

2023

sel ected these and established the initial and potentially

final value, depending, correct?

A. Potentially. | don't know -- yeah. |If they are
still the sanme, then | guess it was the final value.

Q And the -- for Denver, Colorado which is where a
| ot of your testinony focuses, that state, were you

involved in setting that differential?
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A No.

Q Who was?

A | don't know. | left before that had occurred.
Q Are there any here you recall establishing?

A Yes. So | didn't -- | -- 1 didn't have nmuch to

say because | didn't know the marketing dynam cs in those

regions, so | was nore of an interested individual,

wat chi ng the process and trying to understand the process

knowi ng I was going to have to eventually go back and
relay it to a couple of teans -- actually probably nore
than a couple, to sone different -- at |least to the DFA

peopl e, and then a coupl e teans.

2023

So when we first -- initial assignnents com ng out

of that, that | was the person responsible for getting the

Nort heast and the M deast together to go through the

differentials as a -- fortunately |I had sone good people

to help me, and | quickly ditched the process off to them

Q And so there aren't any anchor cities that you

recall specifically being part of the discussion to set?

A | was listening, but | didn't have nuch
i nvol venent in what the val ues would be, as | recall.

Q And I'mjust trying to get at that discussion
because we have been trying to find people who were at
t hat neeti ng.

| know you may not have contributed, but do you
recall hearing anything specific about how these val ues

were set?

A. It -- it -- M. Sins will be up to testify later.
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Wiy don't we leave it for M. Sins, because he woul d have
been closer to all that.
Q The Denver, Col orado, differential, do you know

when that was set, at the val ue here?

A Where it says Proposal Nunber 19, row across to
Denver 3307?

Q Uh- huh.  Yes.

A. When was that set?

Q Yes.

A Probably early 2022. So | would have been

i nvol ved in determ ning that val ue.

Q Do you recall if it -- oh.
A. But that wasn't part of the anchor city di scussion
inthat first neeting. | can't recall what we -- what we

used for that anchor city in that first discussion.
Q But it either wasn't Denver, Col orado, or it
wasn't Denver, Colorado at this val ue?
A. Yeah, |'m not sure what the val ue was.
Q So then if you |look at Exhibit 300, please.
Do you know who created this docunent?
A | think it was you guys.
THE COURT: You think what?
THE WTNESS: It was MG that printed this off,

right?
BY MS. VULIN:
Q It was MG who printed it off, but it was a

docunent posted on USDA's website as submtted by NWVPF.
A. Al right. So this mrrors a spreadsheet that DFA
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was managi ng for National MIk. That mrrors the
spreadsheet. | don't knowif it's exactly what we -- what
| -- | eventually shared with National MIlk, if they nade
changes to it or not. But it mrrors a spreadsheet that
was being kept at National MIk -- or excuse ne -- at DFA,
because we needed -- we had a -- we had a mappi ng package
that made it easy for us to make maps.

Q And so was DFA the author of this docunent?

A DFA - -

THE COURT: Start again and talk right into the

THE W TNESS: DFA created -- | don't know aut hor.
What do you nean by "author"? W created -- we created a
spreadsheet that |ooked like this (indicating). That
woul d have contained information that |ooked Iike this
(i ndicating).
BY MS. VULIN:
Q And there was a spreadsheet that was submitted to
USDA from NVPF, and we're just --
A And this is what this is (indicating)?
Q That is what this is. And we have asked every
W tness, and we are nearing the end of this road, and yet
we still do not know who created and who filled in all the
nunbers in this docunent.
And do you think it was -- was it you, or do you
know who it was?
A. It wasn't ne, but it would have been sonebody --

it woul d have been people at DFA
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Q Who?
A. Peopl e at DFA.
THE COURT: Say it again.
THE W TNESS: Peopl e at DFA.
THE COURT: Peopl e at DFA?
THE WTNESS: People at DFA, yeah.

BY Ms. VULIN:
Q Do you have their nanes or their titles?
A. |"mnot quite sure who in the end it was, but I

think that's immuateri al .

Q Wll, if these --

A It's a DFA docunent.

Q Exhibit 301 are the differentials that NWF is
proposi ng that USDA adopt. So let's turn and | ook at
that, which | think is quite material.

THE COURT: Wich is quite what?

M5. VULIN. Material.

THE COURT: WMaterial. Thank you.

So both of you, be a little nore deliberate in
pronounci ng what you are saying because it is inportant.
BY MS. VULIN:

Q Now, is this simlarly a DFA docunent?
A Could be. | can't renenber if we had two
different spread -- we may have had a second spreadsheet.

Yeah, it probably is.

Q It's our understanding that Exhibit 300 is the
proposal that was submitted in May of 2023, and
Exhibit 301 is revised as submtted in June of 2023.
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A | can't recall when National MIk submtted the
docunents.

Q And you are not sure if this is a DFA docunent or
not ?

A. | mean, it |looks |ike a spreadsheet we woul d have
had, but | can't tell you for sure if there are any
changes nmade by National MIk on it.

Q And if you go back to Exhibit 300, do you have
that in front of you?

A | do.

Q Ckay. Looking at Columm P, it says "Proposed
Versus Current,” P as in Paul?

A. Yep. Cot it.

Q It's our understanding that that reflects a
proposal that was being shared, if not submtted to DFA,
but shared within the industry around March of 2023.

Do you know if that's accurate?

A Could be. There was -- is this the docunent that
you -- was on the USDA website?

Q Both 300 and 301 were.

A Yeah. So it was being shared around then by USDA,
not by National MIKk.

Q This was not -- this was not posted by USDA in
March of 2023 is my understanding. | -- ny understanding
is that this Colum P -- and I'mtrying to confirm-- was

a version of the differentials that NVPF was consi dering
in March of 2023, and I"'mtrying to see if you can confirm

that for ne or not.
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A. Ckay. Let's -- help ne out. Let's -- | need to
go through a line here so | understand.

So we have got proposed Class | in O and new
proposal in S, and | inmagi ne sonewhere there are
di fferences between O and S?

Q Uh- huh.

A. Al right. So then that woul d have been a change
that the task force, between whenever O cane out and
whenever S -- that would have been a change in sort of the
val ues that the task force wanted to recomrend.

Q Thank you.

And | had been referencing P, but that was the

di fference, not the original proposal --

A. So that's proposal -- and |I'mnot sure which --

Q --in O

A So P-- 1 don't know if --

Q No, you corrected ny mstake. | referenced P, and

| neant to reference O

A. Very good.

Q So then Columm S -- well, sorry, let's go to
Colum R as in Robert. It says "Average Monthly Pounds
2022." W al so have not been able to find anyone who can

tell us what this colunm represents.

A. Yeah.
Q Do you know?
A | don't know.

Q And we'll go through these a bit nore, but that's

probably good for now until we can do it with a bit nore
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specificity.

A. | can put the ruler away for now?

Q Set it aside, but don't get rid of it.

So then I'd like to tal k about the USDSS.

Are you famliar with the University of Wsconsin
USDSS nodel ?

A To sonme degree | am yes.

Q You say to "sone degree.”

To what degree?

A. Wll, I think I have testified to ny know edge
about it already, and probably -- |'ve probably given you
my in-total brain dunp on it already.

THE COURT: And on what topic were you testifying?

THE WTNESS: On the Cass | differential topic,
tal ki ng about the -- what | have been calling the
W sconsi n nodel and --so anyways.

BY MS. VULIN:

Q And whet her you call it failures or, you know,
shortcom ngs, what have you, our understanding is that --

THE COURT: Let ne stop you. He didn't call it
ei ther of those.

M5. VULIN. I'mreferencing prior testinony. |
probably -- | can -- I'll do a better |ead-in because that
was a quote from prior testinony, not his statenment just
NOw.

THE COURT: (kay.

BY MS. VULIN:

Q Your counsel had asked you earlier if there were
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any failures that you believed existed in the USDSS.

Whet her you call themfailures or shortcom ngs or
limtations of the nodel, our understanding is that NWF
bel i eves that the nodel does not adequately address al

necessary factors for setting Class | differentials,

correct?
A " mnot sure that's correct.
Q Ckay. How so?
A There -- there are -- it fornms -- it forms the

base in a really, you know, high | evel mathenatical nodel
vi ew of what sort of the value of mlk is across the
United States. But as it's -- Dr. N chol son nentioned, it
needs to be | ooked at with the intelligence of the people
marketing to see if it fits right and that there's --
woul d be sone adj ust nents.

And so it's -- it's a mathematical nodel as a
start. And | wouldn't call any deviations fromit
failures. | just call it using the market intelligence of
the major marketers of mlk in the United States to fit
that outline to a better formthat works for the U S
dairy industry.

Q And NMPF's solution to that was to formthe
committees, the regional conmmttees, and utilize their
know edge to fill in the gaps; is that accurate?

A. That is accurate.

Q And did NMPF ever invite any proprietary C ass |
processor to participate in that process in order to

ensure their know edge was included in setting the O ass |
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differential s?

A W couldn't do that.

Q Way not ?

A. They weren't nenbers of the National MIKk
Producers Federati on.

Q And was there a requirenent that you could only
consult with nenbers of the National M|k Producers
Federation in devel oping a proposal for FMVOs?

A That's what we decided to do.

Q NVPF conferred with I DFA in di scussing
Mbake Al |l owances, correct?

A Yes.

Q They coul d have done so in the Cass | processors
for setting Class | differentials, could they have not?

A. Yeah. | don't know. Maybe. But keep in m nd,
you know, the -- you know, sone of the large -- well, the
| argest the Class | processor in the United States was
i nvol ved, maybe the second largest. The dairy
cooperatives probably process al nost half of the beverage
mlk in the United States, now, sonething close to that
anyways. | don't knowif it is alittle over half or
under half, and they market three-quarters of the mlk in
the United States.

So we had -- we had the expertise to be able to
figure out how this thing would work and how it woul d work
best for the industry. | think we did a good job.

Q You think small Class | processors woul d not have

regi onal expertise that could have contributed to
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determ ning how to set the differential s?

A. They may have.

Q And in pursuing the nost accurate differentials
possi bl e, wouldn't you want their input as well?

A. | think we cane to a pretty -- pretty good
solution that is as accurate as you can cone by with the
group we had.

Q And we have got a lot of information on the basis
for the deviations fromthe nodel. And |I'mjust wondering
if you can provide ne with a list that |I can work off of
fromyour testinony of the principles or the bases for
devi ating fromthe nodel

| understand one is the business relationship that

all ocates certain mlk to certain custoners. |Is that
right?

A. That -- that can be one, yes. So --

Q Ckay.

A. -- you know, we got -- we got together. Initially

we cane up with the anchor cities, and then we asked the
regi onal teans, nade up of regional experts of the
Nati onal M1k cooperatives for those regions, to then work
t hrough how t he nodel output | ooked relative to their view
on how m | k noved.

And so they -- they then | ooked at that, and they
| ooked at does -- do the differences nove mlk the way
they think they should nove, is one of the considerations
t hat they woul d have tal ked about and di scussed.

They woul d have | ooked at are there additional
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costs in nearby areas that woul d suggest one area, one
county should be a little bit higher or a little bit |ower
t han anot her county because it mght cost alittle bit
nore to serve that county.

We woul d have consi dered what the inpacts would
be -- right, so you got to keep in mnd that the C ass |
price surface is also the producer price surface that,
right, divides up how the pool is shared across al
producers and all -- all mlk that's pooled. And so there
was consi derati ons about how that -- the price surface
woul d i npact sone of the pay prices at different |ocations
to make sure -- try to hope -- try to work out what would
be an equitable pay price situation. Qur goal was not to
have the new price surface reduce m |k prices anywhere. |
don't know -- | hope we got there.

And so those are sone of the considerations.

M. Parks testified to some. M. Hoeger testified to
sone. M. Ryll testified to some. M. Erba testified to
sone. M. Sins has, and he'll be back up to testify to
sone. M. Herting testified to sone. M. Brinker. And
so we have got a lot of information, and there's just --
and each region had their own little nuances that they
wer e | ooki ng at.

Q So | want to make sure | got the list correct, so,
please -- if | msstate anything, it's not intentional,
and let me know so I can nmake sure it's right.

The principles or factors that NVPF considered in

setting the differentials were: Business relationships
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that allocated certain mlk supplies; nunber two, anchor
cities and the relationship of differentials to those

anchor cities; nunber three, the personal views of

participants on how m |k noves; nunber four, the slope or

di fferences between certain counties; nunber five,

addi ti onal costs of serving one county over another; and

nunber six, the price surface inpacts on pay prices.

|s that correct?

A. Pl us whatever ny col |l eagues have al ready entered

into that | can't recall at the nonent.

Q And every regional commttee considered these to

varying degrees, there were differences in how the
commttees weighed or utilized these elenents; is that
right?

2023

A. Each commttee was tasked with fitting the surface

t hat was nost appropriate for their region. And then we

came back as -- as -- we cane back as a group, task force

group, just to make sure that there weren't really -- |

don't think we found any really unusual outliers that we

said we needed to correct. And then we wanted to nake

sure that as -- as these regions abutted to one anot her,

that there -- we didn't have two different prices for the

same | ocati on.

Q And were you aware of whether or not the USDSS
al ready took into account sources of supply and denmand
centers in the USDSS differential s?

A Well, | don't follow the question. |'msorry.

Q So I'mtal ki ng now about factor three, the
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personal view of participants on how m |k noves, right,
where it starts -- my understanding is this is where it
starts, and then where the demand is and where it is sold
to, correct?

A The nodel -- the nodel solves a mathemati cal

equation that allocates mlk and ingredients to certain

demand nodes where -- and processing plants. And so it
takes into account this global -- as part of the
mat hemati cal cal culation, this sort of global -- US.

gl obal suppl y/denmand bal anci ng.

Q And let nme know if | have this right. MW
understanding is NMWPF's critique of the nodel as the final
solution isn't that the nodel had incorrect data, that the
nodel was wong about there was mlk -- there's a farm

here when really there wasn't, right, or there's a

pl ant - -
THE COURT: There's a farm here that what?
M5. VULIN. That really didn't exist.
BY MS. VULIN:
Q O there was an error in the nodel that it had a

pl ant that no | onger existed?

A No, we weren't --

Q The shortcom ng was that the nodel would allocate
mlk efficiently, in ways that NVPF t hought real world
busi ness rel ati onships were not going to allocate the
mlk; is that accurate?

A No.

Q Ckay.
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A. So --
Q Pl ease correct ne.
A. So we weren't worried -- we didn't -- we didn't --

we weren't worried about if a farmwas in that spot or

not, or if a plant was in that spot or not. | think we
worked with the researchers to update their plant list, so
we were confortable that there was an appropriate plant

| ocation |ist.

And so, you know, USDA used the nodel's output
during Federal Order Reformas a basis to determ ne the
Class | differential or producer price surface, that for
the nost part we're operating under now, 25 years |ater,
or will be 25-plus by the tinme we get a decision and get
sonet hing inplenented, if indeed this gets inplenented.

And so in doing that, they also took in
information fromthe industry, of the marketing expertise
of the individuals in the industry, and nmade sone
adj ustnents in what they ended up inplenenting under
Federal Order Reform And we just repeated the process
wi th an updated nodel .

Q |"mstill trying to get at "repeated the process.”
When you -- when you deviated fromthe nodel -- I'Il start
t hat agai n.

You testified specifically that the existence of
certain | arge cheese plants in Colorado justified your
deviation fromthe nodel, correct?

A Yes.

Q And what part of the Agricultural Marketing

TALTY COURT REPORTERS, INC. 9500

taltys.com - 408.244.1900

Decenber 04, 2023


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

Agreenent Act speaks to considering cheese production when
setting Cass | differentials?

A. So the Agricultural Marketing Agreenment Act speaks
to an adequate supply of fluid mlk to neet the demands of
the marketplace for all mlk, for all types of mlk. And
soif we -- if in Colorado we change the price surface
that results in a $0.40 per hundredwei ght decrease in mlk
prices to dairy farnmers, on top of a Make Al |l owance change
that will be at |least $0.50 a hundredwei ght, we think,
that $0.90 or nore decline in mlk prices is an untenable
val ue.

M. Podtburg testified a few nonths ago. He's a
DFA farmer-owner from Col orado. And he entered into the
record sonme accounting data from Genske Mil der for the
state of Col orado.

THE COURT: Genske what ?

THE W TNESS: Genske Mulder is an accounting firm
who collected data fromtheir clients in Col orado and
publ i shed the data, and he presented that in testinony a
coupl e nont hs ago.

And it included what the net profit would be for
those dairies for the five years through 2022, and the
average was about $1 a hundredwei ght.

And | can tell you nost of the dairies in Col orado
this year have |lost noney. So if we re-conputed the
si x-year average, it would be less than $1 a
hundr edwei ght .

And so if we're going to nake a material change to
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Federal Order prices that reduces the profitability of
dairy farns in Col orado by sonething close to $1, there
will be less mlk produced in Col orado.
BY MS. VULIN

Q And | want to circle back then again to what part
of the Agricultural Mrketing Agreenent Act speaks to
adequat e supply for all uses of m |k, because ny
understanding is that it speaks to adequate supply of mlk
for fluid use.

A. It's adequate supply of mlk for the marketpl ace.

Q And it's your testinony that the AMAA tasks USDA
with ensuring that there's an adequate supply of fluid
mlk for the entire m |k marketpl ace?

A For the Federal Order.

Q You say "for the Federal Order.”

Does that nean for all classes within the Federal

Order or Cass 1?

A. For all denmands in that region.

Q What does that nean, "all demands in that region"?
What - -

A So I'll say to neet --
Q -- region and what demands?
A. |"msorry. | spoke over you.

Coul d you repeat the question, please?
Q Yes. Wien has USDA ever said that the AMAA
requires USDA to set Federal M1k Marketing Order policy
to fulfill mlk needs for all classes and all uses as

opposed to Class | fluid use?
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A. When have they ever not said it?

Q And if the AMAA is silent, you believe that USDA
is tasked with doing what the AMAA is silent about?

A Vell, the AMMA isn't silent. It talks about an
adequat e supply of mlKk.

Q And ny question is, for fluid use or all uses?

A. It goes beyond just fluid use.

Q To what ?

A. It goes to all the needs -- all the demands in
that marketing order. They have got nultiple -- you have
got four -- you have now four classes of mlk, and so it's

setting prices on all four classes of mlk to bring forth
the supply. And there's lots of conpeting demands for
that supply. And if there's not enough mlk to neet al
the supplies in that marketplace, then that's going to
create sone disorderly marketing conditions, and C ass |
may not get its mlKk.

MS. VULIN. | have an exhibit, Your Honor, two
exhibits. I'mnot sure if you would |ike to go off the
record so we can hand those out.

THE COURT: Yes. Let's do that.

And while they are distributing, the rest of you
can stretch. W're doing five mnutes right now. Please
be back and ready to go at 3:03.

(Wher eupon, a break was taken.)

THE COURT: Let's go back on record.

W' re back on record at 3:04.

Ms. Wulin, you nay proceed.
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M5. VULIN.  Thank you, Your Honor.
We circul ated exhibits nunmbered M G 62 and M G 63,

and | know they were being marked. |'mnot sure if they
are ready for -- are they on the table or should I cone
grab thenf

So, Your Honor, MG62, | think is Exhibit 10, 384.
| actually don't remenber, so that's what | guessed.

THE COURT: | think it is 412; is that right? Al
right. So 412 will be MG 62. And you had anot her one?

M5. VULIN. And M G 63, which I believe would then
be Hearing Exhibit Nunber 413.

THE W TNESS: Legal hunor is al nost as funny as
Federal Order econom st hunor.

THE COURT: Does the w tness have copies?

THE WTNESS:. | do not.

THE COURT: The wi tness needs --

THE WTNESS: Look at all these willing people to
supply the information.

THE COURT: Al right. M. Wulin, | have narked
as Exhibit 412, M G 62.

(Thereafter, Exhibit Nunber 412 was narked

for identification.)

THE COURT: | have marked as Exhibit 413, M G 63.

(Thereafter, Exhibit Nunmber 413 was narked

for identification.)

THE COURT: And you nmy proceed.

M5. VULIN. Thank you, Your Honor.
111/
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BY Ms. VULIN:
Q So | ooking at page 3 of your testinony, just to
get a reference for Wl d, Col orado, because that's what |

woul d i ke to di scuss next.

A. ' msorry, what |ocation?

Q Wel d, Col orado?

A Vel d.

Q | f you | ook in Exhibit 407 your testinony?

A. Yeah, | got it.

Q On page 3?

A Yep.

Q | see here you listed Weld, Col orado, as one you

specifically called out in order to discuss or review why
you had adjusted the differential.
Is that correct?

A Yes.

Q And the current differential for Weld County is
$2. 45, correct?

A Yes.

Q And the average of the nodel output appears to be
$2.35; is that correct?

A Yes.
Q And NWPF proposes $3.20, correct?
A Yes.

Q So $0.75 above what the nodel average is, |
bel i eve.

A Yes. (Good mat hemati ci an.

Q So | ooking at Weld County, what is the | argest
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city in Wld County, for those of us not from Col orado?
Anyt hi ng we woul d know?

THE COURT: I|I'msorry, | have to go back. So we
add $0.75 to $2.35; is that right?

MS. VULIN. It would be $0.85, Your Honor.

THE COURT: Oh.

M5. VULIN. Is that right?

THE WTNESS: No, 75 -- 75 and 45 is --

THE COURT: Well, we're going fromthe nodel to
t he proposal ?

THE W TNESS: Oh.

THE COURT: The nodel average?

M5. VULIN. Correct, the nodel average.

THE W TNESS: Ckay.

THE COURT: And what is the difference,

M. Wtness, between the average of the nodel ?

THE WTNESS: 60, 65 -- no, 85. You are correct.

THE COURT: GCh, good.
THE WTNESS: You're a nmathematician as well.
THE COURT: Thank you very nuch.
M5. VULIN. For the record, no one approached,
Your Honor.
THE COURT: Al right. Sorry. Ckay.
BY MS. VULIN:
Q Nonet hel ess, NMPF proposes, |'Il call it
significant, but an increase above either the current
differential or the nodel average, correct?

A. There's a -- yes.
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Q And so if we could turn to Exhibit 412, please.
Do you recogni ze this docunent at all?

A. | have seen it for the first tinme today.

Q Have you ever seen a docunent of this type before,
if not this specific one?

A. | have. | see it's issued by Dr. N cholson. So |
know Dr. Nichol son, he's a good guy.

Q And this is a Marketing Service Bulletin put out
by the Central FMMO correct?

A. | believe it is, yes. It would be. Yep.

Q And I'Il represent to you that it is.

A. Yep. Good.

Q And this -- if you look at the third row down --
or excuse me -- if you look at the side, in vertical text

you will see it says "May 2002."
Do you see that?
A | do.
Q And if you turn to page 2, please.
You will see that there's a table that has the
Title "14 Counties Marketed 25% of the California Plus
Federal Order M|k during Decenber 2001."
Do you see that?
A | do.
Q And this was before there was a California Federal
O der, correct?
A That is correct.
Q And this is published in 2002 but based on data
from Decenber 20017
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A. That's what it appears, yes.
Q And so in this table we don't see any Col orado

counties represented in the top 14 counties, do we?

A | do not see one.

Q But a nunber of California counties are on there,
correct?

A Yes.

Q And then if we turn to Exhibit 413.

THE COURT: Now, |et me ask you, Ms. Vulin.

M5. VULIN:  Yes.

THE COURT: Are these the top producers of mlKk,
these 14 counties, are they the top ones?

M5. VULIN. That is ny understandi ng, that these
14 counties, conprised 25% of the Federal Order, plus
California.

THE COURT: Right. But --

M5. VULIN. So they would be the |argest, the top
14 -- the top | argest 14.

THE COURT: And it says that sonmewhere in here,

t hese produced the nost, that these are the top 14?

M5. VULIN: That's ny understandi ng of what that
title is neant to indicate.

THE COURT: Ckay. Thank you. Ah, I'msorry, of
course. It says, inthe title of the article, "Top Dairy
Counties.” Thank you. | couldn't find it it's because it
is the nost prom nent feature.

THE WTNESS: | don't see that.

M5. VULIN. On page 1 in blue text, it says
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"accel erated concentration in top dairy counties."”

THE WTNESS: Gkay. But -- but it could just be a
sel ection of counties that represent 25% of the m K.
That chart doesn't say it is the 14 |argest counties.

THE COURT: That was my concern as well.

THE WTNESS: That's all I'msaying. | don't know
if it is or not. M historical know edge, | can't confirm
or deny it.

BY MS. VULIN:
Q Al right. It appears the intent is to indicate a

hi gh production in a small nunber of counties, so omtting
a single county that may have conprised a | arge portion or
been | arger than one of those listed here would be
contrary to what appears to be the intent of the data.

And so if we could turn to Exhibit 413.

This is, likewse, a bulletin fromthe Central
Marketing Area. And if you --

A. Yes. That's what it says, yes.
Q And if you turn to the second page, please.

You will see at the bottom of the page a very
simlar table, not with identical necessarily colums, but
entitled "13 Counties Marketed 25% of the Federal Order
M | k During Decenber 2022."

Do you see that?

A. | do see that.
Q And | think we can surmse that California is not
cal l ed out separately because at this point it would be

part of a Federal Order; is that right?
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A. | guess so. Yeah, it is part of the Federal
O der.

Q And if we | ook at this Decenber 2022 chart, we see
Wel d, Colorado, is there at position six now, is that
right?

A. It is -- of the counties listed, with their
Decenber 2022 marketings, it is listed as six of those
counti es, nunber six of those counties.

Q And so if -- and, again, | understand you didn't
create this document -- but if this docunent, these two
docunents, do as the top dairy-producing counties, which
we propose they do, Weld County went from not being on the
list to being sixth of the 13 counties |isted, correct?

A. It is sixth on that list, and it wasn't on the
list that you showed in 2002.

Q That's consistent with your testinony that mlk
production has grown significantly in that region,
correct?

A Yes.

Could I make a cal culation using ny cal cul ator?

THE COURT: Yes, you may do that at anytine, and
you are wel cone to ask for a nonent to do your
cal cul ation, which I grant you now.

THE WTNESS: Yeah. So ny calculation is that
Wel d County represents 63% of the mlk produced in
Col orado. And so anyways, | just thought | would throw
that in as a tidbit.

THE COURT: And so at what point in tinme is that
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true?

THE WTNESS: | took the Decenber vol une,
multiplied it by 12, and | believe in 2022 Col orado
produced 5.3 billion pounds of mlk. That cones out to
63%

(Court Reporter clarification.)

THE COURT: Al right. And is there any reason to
believe that the nonth of Decenber would be different from
t he year?

Did you use the nonth of Decenber in both of your
cal cul ati ons?

THE WTNESS: | used the nonth of Decenber tines
12, and so it probably overstates because there woul d be
nore ml k produced in Decenber than say Novenber, than say
June. You know, there would be nore m Ik produced in a

31-day nmonth than a 30-day nonth. So it's probably --

it's close, but it's -- | just was curious anyways.
BY M5. VULIN:
Q Nonet hel ess, a significant portion of the mlk in

Col orado and in the country is produced in Wl d County,
correct?

A Ch, | don't have the percentage of m| k produced
in Wld County as relative to all the United States. That
woul d be a pretty small percentage.

Q | was indicating its presence on this |ist
indicates that it's an inportant dairy-produci ng county
nationally.

A. It's an inportant dairy-producing county in the
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state of Colorado. And to one of our very valuable
cust oners.
Q And |ikewi se there's a lot of demand for raw m |k
fluid uses around Weld County, correct?
A |"msorry, could you repeat that?
Q Li kewi se there's a |lot of demand for raw mlk in
t he area surroundi ng Wl d County?
A. well, if -- if -- there's -- there is other denmand

in the state of Colorado for m| k.

Q Say again, please?

A There is other demand in the state of Col orado for
m | k.

Q O her denmand besides fluid m |k denand?

A. There's fluid mlk demand. There's manufacturing

demand. Yeah.

Q And just for our reference, as we | ook at
Exhibit 413, that table does provide a cal culation of the
percent that a county makes up of Federal Orders in total.

Do you see that?

A | do. Yes.

Q And so Weld County makes up 1.69% of Federal Order
mlk in total ?

A Yes. That's what that nmeans. Yes.

Q And when | was referencing fluid m |k demand,
Kroger and Safeway have fluid plants in Denver, correct?

A Yes.

Q DFA has the nedical plant in Engl ewood?

A Whi ch i s suburban Denver.
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Q And during this tine period when m |k production
grew so significantly in Colorado, did conventional fluid
processi ng al so grow?

A | don't know the answer to that.

Q Are you aware of any new fluid processing plants
in the state of Col orado from 2001 to present,
conventional fluid processing plants?

A. Way don't you ask Steve Stout that question when
he cones back. He would be better --

Q And | will, but I want to know if you are aware of
any.

A | -- | don't know. | don't know.

Q Are you aware if organic fluid mlk processing
grew in the state of Col orado during that tinme period?

A | don't know.

Q And if we look at Exhibit 413, the 2022 data, we
still see a nunber of California counties on here,
correct?

A There are fewer California counties on this chart
than the | ast one.

Q The top five of California though, correct?

A The first five counties listed are all fromthe
state of California.

Q And so this exercise, what I'mtrying to work out
here is, given all of the data we have about mlKk
production growth since 2000 in Wl d County, Col orado, why
woul d there be a need to raise the Class | differential in

that county at all?
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A. There's contractual arrangenents that -- that
prevent that mlk frombeing fungible in our system

Q O her than DFA' s contractual obligations that it
made, is there any other reason why Weld County, Col orado,
shoul d have an increase inits Cass | differential?

A. It's necessary to appropriately and equitably
di stribute the proceeds of the pool back to producers, so
that producers in Colorado aren't financially harnmed by
t he new pricing surface.

Q So if -- to distill that down, if other counties

are going up, it's only fair if Col orado counties go up as

wel | ?

A. | don't know if that's -- that wasn't part --
when -- when we struck the values, it wasn't about
everybody else is going up. It was about the nodel didn't
appropriately -- the nodel didn't -- the nodel didn't
appropriately value what -- what the -- that val ue shoul d

be in Colorado. It didn't have anything to do with
everybody el se went up and Colorado didn't. It was just
the nodel didn't appropriately value the circunstances in
Col or ado.

Q And those circunstances that the nodel didn't

value is the business relationship that DFA has for its

m |k supply?
A Yes.
Q | s there anything el se?
A. Ch, so, yes. So, you know, a factor that is in

the Agricultural Marketing Agreenent Act, too, is that --
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and | can't quote line and verse, but it is that the
Secretary of Agriculture shall take into consideration the
cost of livestock feed. And so we have put expert

testi nony evidence on the record that |ivestock feed, a
grow ng anount of |ivestock feed needs to be inported into
the state because of all the agricultural grow h,
livestock growth in Col orado, and denands for biofuels in
Col or ado.

And so that the costs of transporting that feed
has gone up significantly over the last few years. So the
cost of feed is higher now, significantly higher now, than
it woul d have been back in 2000 before we had bi of uel s of
any significance and before this -- the growmh in
i vestock production in Colorado to the degree that we
have seen it.

Q Does livestock feed have to be inported into
Fl ori da?

A. Yes, it does.

Q Yet, Florida did not deviate fromthe USDSS node
resul ts?

A The Florida differential is the highest in the
country, and so it's anply pricing in the cost of
i nporting feed.

Q Ckay. So the USDSS sufficiently covered the cost
of feed to be inported into Florida, but the sane nodel
didn't cover the cost of feed to be inported into
Col or ado?

A. The USDSS nodel, the W sconsin nodel, doesn't take
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into consideration the cost of feed.

Q In Florida or in Col orado?

A. Anywher e.

Q And if you have Exhibit 301 in front of you, if

you could go to Row
THE COURT:
MS. VULI N
THE COURT:
MS. VULI N
County, M chi gan.
THE W TNESS:
MS. VULI N
THE W TNESS:
MS. VULI N
THE COURT:
page 21. Wait, no,
MS. VULI N
THE COURT:
MS. VULI N
THE COURT:
BY MS. VULIN:

1217, pl ease.

VWhi ch one are we in?

Exhi bit 301.

Thank you.

Headed to Row 1217, which is Cinton

dinton?
a i nton.
Cot it.
FI PS code 26037.
For those who have a paper copy it is
|"'min the wong state, M nnesot a.
M chi gan.
You said M chi gan.
| did | hope | did.
Al right.

Q So looking at Cinton County, M chigan, the

USDSS -- or |I'lIl start with the current differential is

$1.80 correct? And
A Yep, got it.

that's in Colum 1I.

The nodel average in Colum L has $3.50, correct?

Q
A Yes.
Q

And NWPF' s proposed differential is $3. 10,
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correct?

A Yes.

Q And so what |I'mtrying to understand is ny
understanding is Mchigan also has fairly robust fluid --
or fairly robust raw m |k supplies; is that correct?

A What do you nean by "fairly robust raw mlk
suppl i es"?

Q That it is also a state that produces a |ot of raw
m | K.

A It's one of the top 25 -- 24 m |k production
states in the United States.

Q And there's also a significant anount of
manufacturing mlk in M chigan, correct?

A Yes.

Q And so when |I'm | ooking at Wld County, and it's
simlar circunstances of a lot of mlk and a | ot of
manuf acturi ng, and we're bunping up the price $0.85 from
the USDSS, and then | |look at dinton County, M chigan,
where we have a lot of mlk and a | ot of manufacturing,
and we're decreasing the price $0.40 fromthe USDSS, how
do you harnoni ze or cone to a consistent approach in how
those two counties were set?

A. That's easy. It is obvious. So the current
differential is $1.80, and we're going up to 3.10, we are
increasing the differential by $1.30. That's -- that's
quite a big increase. So they are getting a substanti al
i ncrease and substantially nore than any area in Col orado.

Q That expl anation has nothing to do with the USDSS.
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And so is -- is it your position that the setting
of the differential in Mchigan is conpletely disregarding
the USDSS results and | ooking just at the increase from
the current propo- -- or the current differential?

A | -- I can't -- I"'mnot -- | -- |1 don't know how
we cane to the $3.10 in Mchigan. And that would be a
guestion for sonebody -- either a question -- | believe
you probably did ask that sane question of M. Parks, did
you?

Q | believe we di scussed sone counties. |'m not
sure if that was one of them

A. He or M. Erba woul d have been the right people to
ask those questions to.

Q And - -

A. That specific -- that specific county, |'m not
sure how we ended up with where we did.

Q And really what I'mtrying to figure out is if
t here's anyone who can answer for us how to harnoni ze the
approaches in the various counties.

And it is sounding like, no, that was all done at

a regional level and there can't be a |line drawn between

t hose?
A. A line drawn between -- so the first part of your
guestion, it was done at a regional level. The second

part of your question about a |line drawn between those, |
don't know what you nean.
Q | can state that clearer, hopefully.

|"mtrying to figure out if | can take a
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consi stent set of principles, ook at a county, and figure
out how that differential was sel ected.

A. Yes. And part of the consistent set of principles
is the market intelligence of the people that nmarket the
mlk in that region.

Q And if there isn't testinony in the record as to
how Wl d County was set, what are we to do when we go back
and ook at all of this and USDA tries to set
differentials? If there isn't an explanation as to the

specific deviation for that county, are they to --

A. |'"d ask you to --
Q -- take testinony to cover that?
A. |'d ask you to go back and read nmy testinony and

read nmy cross-exam nation responses, and | provided that
i nformati on to USDA

Q And what about for dinton County, Mchigan, if
there isn't specific testinony, how do we vet or verify
t he manner by which that deviation was determ ned?

A. So I'mgoing to ask a question | shoul dn't ask,
but what mlk plant is in Cinton County?

Q There could be a mlk plant built there, correct?

A So you know there's not a mlk plant there?

Q | actually don't know, so |I'mnot going to say
ei t her way.

A. You know, in -- there's -- |let nme think about
this. There were |like 3100 counties, right? There's
sonething |like 3100 counties in the United States. And in

| ess than 600 of those counties, and it is probably a | ot
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| ess than 600 of those counties, there are mlk plants.
And so there's 2500 counties that things just sort
of -- you know, nothing's -- and there nmay not be any --
and | don't even know if there's producers in Cinton
County. | don't know, there m ght not be. | don't know.
There are sone counties there aren't any producers that we
had to come up with -- we had to come up with a val ue.
And we did it the sane way USDA did it back in
Federal Order Reform is we | ooked at what seened
reasonabl e, so we didn't have a crazy, choppy price
surface that would bring on all kinds of crazy questions
and scrutiny later on. W tried to snooth things over.
And if there wasn't a mlk plant there, we -- we sort of
t ook an adj acent county value, and we sort of kept noving
it across the areas. And | believe that's what happened
in Federal Order Reform when USDA cane up with the
exi sting price surface.

Q And you had nentioned a couple tinmes now what USDA
did during Federal Order Reform | didn't see that cited
anywhere in your testinony.

So where could | go to figure out what USDA did to
deviate fromthe USDSS during Federal Order Refornf

O let me try that again: Wat are you basing
your testinony on?

A They had a series of -- what did they call it,
the -- | don't think they were -- | don't know if they
wer e decisions, but they had a series of at |east two

responses to their informal rul emaking process that were
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books, that were probably two inches thick. And so the
information's in there.
Q Did you reference those in preparation for your
t esti nony?
A | didn't.
Q You are operating from having read them at sone
previ ous point?
A And the experience | had back then in the process.
Q Anot her struggle that I'mhaving -- well, actually

here, let me grab M. Parks' testinony. Just a nonent.

we'll go on to Florida.

So the basis for increasing the differential in

pl ant s?
A. Those are your words. | never said "sufficient

supply of mlk."

in the supply of mlk in Col orado, correct?

A Correct.

Q The deviation fromthe USDSS is to raise the
Class | differential, correct?

A Qur proposal sets the Cass | differential at
$0. 75 a hundredwei ght hi gher than the existing
di fferential s.

Q And $0. 85 hi gher than the USDSS aver age?

| couldn't quite |ocate what |'m | ooking for, so

Col orado is that although there is a sufficient supply of

Q Ckay. Although there's been evidence, including

in your testinony, that there has been significant growth

mlk, it's allocated to different buyers that aren't fluid
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A. Sol'd like to make a point of your use of the

aver age.
There is -- there is -- the average of the May and

Oct ober val ues was used as a conveni ent starting point for
us to consider changes, and that that by no way, shape, or
form woul d suggest that the nodel's output suggests that
it should be the average of the two. So in conparison to
what the market -- the output average is | don't think is
an appropriate anal ysis.

Q And what do you think it should be conpared to?

A What the current differential is.

Q And so why include the USDSS average in the NVPF

tables if -- if it's irrelevant to evaluating the current
proposal ?

A. Because that's what we were starting fromto | ook
at what we were going to set -- so -- so -- So,

theoretically, if our market intelligence said that there
is no adjustnments or deviations fromthe nodel, we nay
have just stuck with the average the whol e way through,
but we -- we decided there needed to be sone adjustnents
and so -- but we started with the average. It was sort of
i ke the anchor city. W started with the average, the
anchor aver age.

Q And so is it necessary to even | ook at the USDSS
to understand that NMWF' s differentials then?

A Yes.

Q As one of the nmany data points considered by NVPF

inits process?
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A. It is a significant data point that was used.

Q And | did get to the bottomof the Cinton County,

M chi gan, i ssue.
M. Parks did testify that MWA' s | argest

bal ancing plant is in Ovid, Mchigan, located in dinton

County --

A. Ch, there you go.

Q -- in Central Mchigan, in the heart of its mlKk
shed.

A. He answered that question. | don't need to.

Perfect. Thank you.
Q So it is likely --
A. | feel better. 1'Il sleep better today.
Q It is likely that sone careful thought then was
put into Cinton County, right?
THE COURT: Ms. Wulin, are you | ooking at
Exhi bit 4067
M5. VULIN. | am if -- | believe 406, page 7.

THE COURT: And let ne -- do you have -- | don't

t hi nk you have 406, do you?
THE WTNESS: No, | don't. No.
THE COURT: Let ne hand you this.
THE W TNESS: (kay.
BY MS. VULIN:
Q And did you and M. Parks ever discuss -- it

sounds |ike no, but | just want to close the | oop here now

that we know Clinton County is an inportant county to

consider -- did you and M. Parks ever discuss your
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respective approaches to setting the differentials in Wld
County, Col orado, and dinton County, M chigan?

A No.

Q Do you believe that it's necessary to have a
reserve supply of mlk in order to neet Class | fluid mlk
needs?

A. Class | demand is different depending on the
processor, depending on the region, different by day, by
week, by season of the year. And so if -- if the Cass |
needs are going to be fully net, there needs to be nore
m | k produced than is needed for the Class | nmarketpl ace.

Q How nmuch nore?

A. Sorry for the housekeepi ng.

Much nore than 2.5%

Q And you're referencing sonething. Can you tell

A. Yeah, 2.5% 2.5% 2.5%is nuch nore than 11% - -
|"mreferencing a calculation | did earlier in cross with
Ms. Hancock that went through and determ ned that maybe we
had a reserve of 11% And, you know, two divided seven --
two weekend days divided by seven days in a week is about
30% And so -- and that gets into ny testinony from
earlier that mlk production is going to be flat, demand
for US. mlk is going to grow, and it's going to be
t ougher and tougher coming up with the mlk for the
Class | marketplace --

Q And what --

A. -- because we don't have enough of a reserve mlk
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supply.
Q When you define "reserve mlk supply,” is the
definition mlk -- raw m |k above Class | use or raw mlKk

that is not being used by any class?

A Nei t her .

Q Ckay. Can you tell ne, how do you define reserve
suppl y?

A It's -- it's -- it's rawmlk not fulfilling a

consi stent consuner denmand.

Q And | believe earlier you said Classes I, IIl, Il

and |V --

A I --

Q -- have a consistent consuner demand - -

A | -- I'"msorry.

Q -- is that right?

A Not all of IW.

Q The export market --

A. Most of IV. No. The export market -- I'msorry,
| " m speaki ng over you.

Q | "' m stepping over you as well, so I'mgoing to
gi ve you sone space. You said -- can you give ne, again,

your definition of reserve supply and how that fits wthin
the classes as you discussed earlier.

A Yeah. It is -- it is mlk in Oass |V, because
in-- 1, Il, and Ill is driven by consuner demand.
Class IV is nade up of largely exports to other countries
that are fulfilling a consuner demand in other countries.

And then there's also a significant amount of butter,
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which is fulfilling a significant consuner demand. And so
there is sone Class IV that's -- in reserve, and it's nuch
| ess than woul d have existed when we had a very active
price support programthat had significant quantities of
mlk it was buying to take off the market, that had no
commerci al demand anywhere. And so we -- so because of

t hat, because of that, we -- we don't have nuch of a
reserve supply anynore.

Q How much reserve supply do you think is necessary,
as you define reserve supply, in order to ensure C ass |
needs are net?

A. Sonet hing nore than 30%

Q And what wi Il happen to that 30% of reserve supply
if Cass | needs continue to be net? Were will that
extra mlk goif it's not needed by Cass |?

A. So the -- it will go into a bal anci ng plant, as
it -- as the suppliers, mainly National M|k cooperatives,
bal ance the Class | mlk supply on their, you know, weekly
and seasonal needs.

Q And is there sufficient processing capacity in

bal anci ng plants to take on an additional 28% of reserve

supply m | k?
A. There isn't that nuch reserve supply m K.
Q But if you are setting differentials in order to

stimul ate the anmount of reserve supply you deem necessary,

what |"'mtrying to figure out is --

A. That's not -- that's not -- | don't think any of
us have testified at all. This -- we were just responding
TALTY COURT REPORTERS, INC. 9526
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to cross-exam nation fromM G about reserve supply. So
we're setting -- we're setting -- Cass | differentials
need to go higher because, A the valuation used by USDA
in 2000, rerun again for 2022, says that the O ass |
pricing surface in the United States is about $1.50 per
hundr edwei ght too low. And we as nmarketers of mlk in the
cooperatives recogni ze that, our farmer-owners recognize

t hat, because we recognize we're -- our dairy farners, our
farmer-owners are subsidizing consuner demand, retai
consuner retail demand.

And so we have tried for about a quarter of a
century to create another pricing system of over-order
prices to raise those prices to get those val ues back, and
we just haven't been successful. And it's tinme for the
Federal Order to adjust its systemto recognize the
subsidies that dairy farners are providing a snmall group
of dairy farnmers, 30,000, are providing to 300 mllion
people in the United States. And it's tine to correct
that, and that's what this proposal's all about.

Q Time for the Anerican consuner to start paying
nore for mlk for dairy farnmers?

A It's time for -- it's -- it's tinme for dairy
farmers to get conpensated for their costs in -- in
perfecting a marketing situation that results in Cl ass |
getting their mlKk.

Q And it's your --

A. And it doesn't nean that -- necessarily, that

t hose costs are going to get passed on to consumers. W
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don't know t hat.

Q | f not the consuner, then who will pay those
costs?
A. wWll, we will be -- I -- 1 think there -- there is

no correlation between Class | prices and retail prices
across the country. And so you tell nme what you think is
going on, but what | think is going on is that retailers
are choosing to price differently. | don't know if they
are pricing -- what kind of margin they are getting when
they price. But retailers in Florida charge less for mlk
than a retailer in Mssouri, and the Class | differentials
between the two are significantly different, significantly
higher in Florida. There's no correl ation between what
the Class | price is and what the price of retail is.
There just isn't.

Q | want to revisit this issue of the voluntary
contract that DFA entered into that is tying up mlk
supplies in Col orado and supporting the idea that because
of that, Cass | differentials need to be higher.

O her than the DFA contract with the cheese plants
t hat you have discussed a few tines now, did you
inquire -- and I nmean NMPF when | say "you," the royal
you -- did NVWPF inquire in any other market, any other
simlar contractual arrangenent that a supplier had with
t he manufacturer that would have -- that NVPF determ ned

should inpact Cass | differentials?

A "' mnot sure, but let's think about the
significance of this in Colorado. | had stated earlier
TALTY COURT REPORTERS, INC. 9528
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that nore than half the mlk that's produced in Col orado
goes to our val ued custoner, Leprino Foods in G eeley,
Colorado. | don't think there is another major mlk
producing state in the United States that has a singular
demand point of that significance for their state's mlk

production. So it is different.

Q So | would like to go back to the question if we
coul d.
Are you --
A " msorry.

Q Are you -- are you, testifying on behalf of DFA
and NWPF, aware of any other arrangenent or instance where
NMPF consi dered a contractual arrangenent between a
supplier and manufacturer in setting Cass |
differential s?

A. | don't have any to enlighten you about.

Q So the only one that you personally are aware of,
the only situation where NVWPF set differentials based on a
busi ness relationship is DFA's relationship with the

cheese plant in Col orado?

A Yeah. | think that -- | -- | amgoing to punt on
t hat because | think those types of considerations went on
in-- with the others -- in the other regions. |'mjust
not -- | just wasn't part of the discussions on those. So

|"mpunting, if you don't m nd.

Q Wll, I"monly asking on your personal know edge.
So if you don't have personal know edge, that's fine.

A Yep.
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Q You are not aware of any specific other
consi deration of a business relationship in setting
Class | differentials?
A Yeah, |I'mpunting on that. | don't know.
Q I f --
THE W TNESS: Wy -- why does the fly bug you and
me and not the person asking the question?
THE COURT: |'m confortable now
M5. VULIN. The fly and | have an arrangenent.
THE W TNESS:. Yeah, there you go. Good answer. |
i ke that.
BY Ms. VULIN:
Q Say DFA term nates the supply agreenent. Should
the Class | differentials then be changed in Col orado?
A. That's not a realistic question, so |I'mnot going
to answer it.
Q There's no Il egal way for either party to ever
term nate that arrangenent?
A. That's not a realistic question.
Q Say anot her supplier, with another mjor demand
point, in a region, as you said, nmaybe discussed by
anot her regional conmttee, say they term nated an
agreenment that frees up a mlk supply. Wuld that be a
basis to lower the Class | differentials in that area?
A | don't know.
It's cruel of ne to take that fly out during the
Chri st mas season

THE COURT: Let's go off record for just a nonent.
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(An off-the-record discussion took place.)

THE COURT: Al right. Let's take -- so let's go
back on record so | can take us off.

All right. I'mgoing to take a break. Please be
back and ready to go at 4:05 p.m W go off record at
3: 54.

(Wher eupon, a break was taken.)

THE COURT: Let's go back on record.

We're back on record at 4:06 p. m

Ms. Vulin, you may resune.

M5. VULIN.  Thank you, Your Honor.
BY Ms. VULIN:

Q M. Gallagher, if you could have your testinony

and then Exhibit 301 in front of you, please.

A Got it.

Q And | -- if you could turn to page 5, please. |
wanted to tal k about the table you had on that page.

A. Ckay.

Q So it's my understanding this table is neant to

show conpari sons between Wel d County and ot her counties
t hat denonstrate simlar changes or approaches were taking
inraising the differentials between those counti es.
s that right?

A. It | ooks at other major manufacturing areas, and
| ooks at what the class -- the DFA estimated in-state
Cass | utilization is for 2022, and then nakes sone
conpari sons to our proposed differential |evels relative

to those areas.
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Q That's a hel pful clarification. So when it says
"Estimate State-Level Class | Percent,” that is a DFA
speci fi ¢ nunber?

A It is. And | did -- | did explainit in the
Appendi x 1. And | apologize if that wasn't connected well
by ne.

Q It may have been on ny end as well. There's a | ot
of data to take in in this whole process.

A There is.

Q | did have one question about the chart. Looking

at Gant County, South Dakota, if you could go to
Row 2354, in Exhibit 301. 2354, it's on page 41.
THE COURT: Tell us again which |ine, 23547

M5. VULIN. Grant County, South Dakota, 2354, FIPS

code 46051.
THE COURT: Thank you.
THE WTNESS: | amthere.
BY MS. VULIN:

Q The current differential for Gant County is
$1.70, not $1.80 as in your table, | believe.
A Ah. Ckay, | stand corrected then.

Q So al ongsi de the other corrections, would you I|ike

us to make that correction here?
A Hold on for one second.
Q Uh- huh.
A. Al right. Yes.

THE COURT: Al right. W wll nmake that change

on the record copy. Please turn to Exhibit 407, page 5.
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And the third item down under county and state is "G ant,
South Dakota." And the first colum is current
differential. W'Il strike what's there and wite in
instead "$1.70."
BY Ms. VULIN:
Q So ny interest is a bit nore in Stearns, but
just wanted to make sure that was accurate since | had
noted t hat.
So you discussed Stearns previously. | believe
DFA has a plant there; is that correct?
A No.
Q What -- was there a specific significance of that

county in your selection here?
A | was | ooking for a Land O Lakes pl ant.
THE COURT: You were | ooking for what?
THE WTNESS: A Land O Lakes pl ant.
THE COURT: GCh, a Land O Lakes pl ant.
THE WTNESS: So Melrose used to be partially DFA
owned.
BY Ms. VULIN:
Q And the reason you include Stearns County,
M nnesota, in this chart is to show that simlar changes
were made in simlar counties; is that right?
A The reason | included Stearns was because it is a
simlar manufacturing area, that is having a $3 --
THE COURT: You're --
THE WTNESS: Having a $3 differential -- thank

you -- $3 differential proposed, despite the state having
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a 7% Cass | utilization. So the simlarly situated
manuf acturing county as Wel d, where the state has a 14%
manuf acturing -- excuse ne -- Class | utilization, comng
up with sonething Iike $3.20, which is only $0.75 nore
than what it is now, seens appropriate.
BY MS. VULIN:

Q And if you could go to page 24, please, of
Exhibit 301 to Stearns County. |It's going to be
line 1354, FIPS code 17245. Page 24, |line 1354, Stearns

County, M nnesot a.

A. | feel like we're playing Bingo.
1354. Ckay. | am--
Q My resident econom st tells ne | nust include ny
FI PS code.
A. Steans (sic) -- wait, 13547

Q 1354.
A. That's Steans County.
Q | believe that is Stearns County, but the R and

the Nare a little snug.

A Ah.
THE COURT: Ch, you are correct. | thought that
was an Malso. | was confused.
THE WTNESS: Very good. |'Ill take your word for

THE COURT: Al right. So --
BY M5. VULIN:
Q So the current differential for Stearns County is
$1. 707?
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A Yes.

Q The USDSS average is $2.55, correct?

A. O the May and Cctober val ues, yes.

Q And NWPF' s proposed differential is $3, correct?
A Yes.

Q And so if -- if NMPF is seeking to ensure

alignment or simlarity between Col orado and |i ke M dwest

counties, isn't the increase of the county in M nnesota

2023

just dom noing the increase down westward to Col orado, and

frankly, ultimately, to California as well?

A. | don't know -- the -- those values -- the

determ nation of those values weren't connected in any way

like that. It is just a conparison that |I'm making
between the Class | utilization for the state and the

val ues that we are -- we are proposing for that region.

And how Stearns County get determned, | wasn't part that

of that determ nati on.

Q But we did hear testinony, including regarding the

anchor cities, right, as well as fromyou, about

har noni zi ng between different regions and maki ng sure that

everything fit together, that there were changes in other

counties, based on Chicago and what was going on in the
M dwest; isn't that right?

A. There's a lot there. Wat is the question?

Q What |'mtrying to understand is, if you rely upon

al i gnment or ensuring that Col orado producers are getting

paid the sane as in the Mdwest, if you raise the M dwest,

doesn't that just give you an excuse to then al so raise
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other prices on the basis of alignnent or making sure the
counties match up in certain areas?

A. The determi nation of Weld County's differenti al
wasn't based on an alignnent issue. It was just based on
an equity issue.

Q Equity to what?

A. Equity that other nmanufacturing regions in
significantly lower Cass | production areas have
simlarly valued differentials.

Q Isn't equity the same thing |I'msaying here, that
because NVPF decided to raise Stearns County to $3 on the
basis of equity, then Weld County in Col orado should go up
to $3.207?

A. So I'mnot sure, | wasn't -- | didn't participate
in the determination of the differential for Stearns
County, so | don't know what went into that. And your

definition of equity is not the sane as m ne.

Q G ve ne again, then, please, your definition of
equity.

A | did.

Q Ckay. One nore tinme because | thought we were on

t he same page, but | would ask, please.

A. So -- so it would be reasonabl e and appropriate
for the Weld County differential to be in alignment with
the Stearns County, in fact, higher than the Stearns
County, because it has -- so here it says 14% C ass |
utilization. Renenber if we -- if we -- if we take out

the mlk that's not available to the Class | narket, it

r TALTY COURT REPORTERS, INC. 9536
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 Decenber 04, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

goes to Leprino, that utilization is probably in excess of
30% dass | utilization available to the market is in
excess of -- or the mlk that's available to supply the
mar ket as the denom nator, divided by the nunerator, which
is the in-state Class | -- or excuse ne -- yeah, the
nunmerator is Cass -- would result in a percentage
probably in excess of 30% So there's other things going
on that, then, to me, and to National MIk, would say this
is an equitable solution for Weld County, Col orado.

Q And i f NMPF had not deviated fromthe USDSS in
raising the Stearns County differential, if NWPF had
adopted the $2.55 fromthe USDSS, woul d that have
justified keeping Wel d County closer to its USDSS aver age
of $2.35?

A No.

Q Way not ?

A. Because we al so are taking into consideration the
equi t abl eness of pay prices in the Central order as they
affect dairy farners in Col orado, and the nodel shoul d not
result in changes to dairy farner prices that
significantly put themat a profitability risk.

Q And shoul d the nodel -- or should the
differentials be set at a | evel that would put Cass |
processors at a significant profitability risk?

A | have yet to see that that's an issue for C ass |
processors.

Q If it were?

A. So in 2022, we had the highest Class | prices ever
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in the history of the world. Let's see. The all-mlk
price was $25. The Cass | price probably averaged 28.
And typically that Cass | price would have been 20, 21
so we're tal king about a 6, $7 per hundredwei ght change in
the Class | price versus what we're tal ki ng about here of
$0.75. During the time when we saw 6 to $7 per
hundr edwei ght increase in the Class | price, there wasn't
one single Cass | processor that went out of business.
So I'mcalling BS on your profitability at C ass |
clients.

Q In your own testinony you said that in the | ast
20 years a nunber of Cass | processors have gone out of

busi ness, correct?

A. No. | don't believe it. | don't believe | said
t hat .
Q In the | ast 20 years has there been an increase or

a decrease in Cass | processors, nhationw de?

A. There's been an excess capacity in Cass |
processing over tinme as the costs -- the non-m |k cost of
serving the marketpl ace have increased -- has caused --

resulted in a consolidation of Class | processors. But
it's not because of the mlk prices. It is not because of
t he $0. 75 per hundredwei ght increase in Cass |
differential .

Q Let's put a finer point on that: Are there nore
or less Cass | fluid plants in the country today than
there were 20 years ago?

A. | woul d suspect there's | ess.
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Q I'"d like to tal k about organic mlk.

You had di scussed a nunber of tinmes in your
testinmony that the Class | differentials need to take into
account real world limtations on the supplies of mlKk,
correct?

THE COURT: Would you ask that again, please?

BY Ms. VULIN:

Q You previously testified when referencing DFA s
contractual agreenent with the cheese plant that the
Cass | differentials should take into account real world
[imtations on supplies, correct?

A. | specifically tal ked about an issue in Col orado,
and we referenced that as other regions reviewed their
pricing surface, that to sone degree they probably took
that into consideration as well. Specifically I said |
don't know others though, if you recall.

Q And | had asked about Col orado, and | believe --
again, | tried to wite down what you had said, but if
not -- that you had said, it is inportant for the Cass |
differentials in Colorado to take into account real world
supply limtations?

A Yes.

Q And you woul d agree with ne that non-organic or
conventional mlk cannot be sold to an organic processing
plant and ultimately sold as organic, correct?

A Yes.

Q And so would you agree with ne that organic mlk

woul d have a fairly significant real world |imtation on
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its supply?
A. May be.
Q And are you aware that the USDSS does not
differenti ate between organic and non-organic m |l k?
A That is correct.
Q And so in | ooking at, as you had di scussed

earlier, this optimal solution of sending mlk to the

cl osest plant, right, or the nost efficient plant, that's

not going to be accurate for what can be done in the rea

world in regards to organic mlk, correct?

A. The organic mlk may or nay not go to an organic

plant in the nodel solution. | don't know how it --

don't know where the organic m |k supplies would have

2023

gone. But the market that -- the data would not have been

able to recognize -- to ny know edge, the data coul dn't

recogni ze whether mlk was organic or conventional at the

dairy farm
Q And so when we're | ooking at the data fromthe

USDSS in light of organic mlk, there's a strong

probability that it's not going to match the actual flows

that that mlk can take to plants?

A |'"d agree with that.

Q And so if that's the case, then would you agree
that simlar to the exception of carving out real world
rel ati onshi ps between suppliers and nmanufacturers, in
Col orado in your case, we should consider whether or not
organi ¢ belongs in the USDSS and the C ass |

differential s?
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A. | don't know what your questionis. So -- soO

2023

shoul d they not use organic plants and subtract out of the

state supply what is estimated to be the organic mlk
production in that state and then run the nodel? 1Is that
what you are suggesting?

Q Yes. Correct.

A. Ch, | don't know. Wiy don't you take that up with

St ephenson and Nicholson. | don't know.

Q Was that sonmething that NVPF raised with
Dr. Stephenson or Dr. Nichol son?

A No.

Q And woul d you agree with ne to the extent that

those m |k supplies weren't backed out, specifically in --

et nme start that again.

Are you aware of any organic fluid mlk plants in

Col or ado?

A Yes.

Q Can you tell me about that, please?

A Par don?

Q Whi ch one?

A. Ch, nan.

Q | can help you out there. How about --

A. | got it right here. | can do it. Hold on a
second.

Aurora Oganic in Wld County. How s that?
Q And so to the extent that the differential is
being set in Wld County based on the USDSS, would you

agree with ne that it is likely not going to accurately
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reflect the efficient flow of mlk to Aurora's organic
plant in Wel d County, Col orado?

A | -- 1 don't -- | don't know about efficient. But
it's -- the nodel couldn't discern between -- | do not
bel i eve the nodel discerned that Aurora would have been an
organi ¢ processor, and I'mconfident it didn't -- didn't
take into account a supply of organic mlk anywhere.

Q And |ikew se, the presence of that plant in Wld
County is likely to show a need for conventional, or
non-organic, mlk that doesn't actually exist for that

pl ant, correct?

A | don't know.

Q Was it the U S --

A. Well, sol -- it's just going to -- it's just
going to solve the mathemati cal equation, and | don't know
where the flows of mlk went. It could have gone -- it
coul d have gone into -- you know, in their mathematica

equation, it could have gone to Leprino.

Q But as a data point in the nodel, you would agree
with nme that the presence of that plant, that Aurora
organic plant in Wl d County, is going to create a demand
in the nodel for conventional mlk that doesn't exist in

the real worl d?

A. In that county?
Q Correct.
A Yeah. For that plant -- there's still a demand in

that county because there's people that live in that

county, and so the nodel sells for the -- for the people
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that live in that county. So there is -- there is sone
need for it. But your point is -- | get your point, but I
don't know enough about how the nodel solves for it to be
able to help you out. M. Stephenson will be onin a
coupl e days. You can ask him
M5. VULIN. Nothing further. Thank you,
M. Gl lagher, for your tine.
THE WTNESS: You're welcone. Thank you.
THE COURT: Thank you, Ms. Vulin.
CROSS- EXAM NATI ON
BY MR M LTNER
Q Good afternoon, M. Gall agher.
Good afternoon. How are you?
"' mwel | .
Happy hol i days.
It is that season, isn't it?

It is.

o >0 >» O P

Festive in here as well.
You're nmuch further away than |I'mused to having
the witnesses fromthe past few weeks.

For the record, ny nane is Ryan M Itner
representing Select MIk Producers.

A For the record, for MG we didn't consult with
Select on any of this stuff either. Just saying. You
don't have to feel |like you are |left out.

Q So, M. @Gllagher, did you consult with Sel ect
M Ik Producers in providing the dass | surface?

A. Not on the Class | price surface, we did not. W
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woul d have | oved to have you as National M|k nenbers and
have you part of the team W missed you. W really did.

Q "1l pass that al ong.

"' m | ooking at Exhibit 407, your witten
testinmony. And the first full paragraph on page 2 sets
the stage for your testinmony. It reads: "I am here today
to explain the inportance of inplenenting a price surface
in Colorado that differs fromthe results of the
Uni versity of Wsconsin's nodel analysis of a national
pricing surface."

That's the main thrust of your testinony, correct?

A Yes.

Q And you had a | ot of back-and-forth with counse
for MG about Col orado, but a | ot of other places on the
map, but let's talk about just Col orado at |east to get
started.

In Colorado, is there a better co-op than DFA to
tal k about the market dynam cs there?

A No, there is not.

Q Realistically, is there another significant mlk
mar keting cooperative in the state there?

A. No, there's not a better cooperative in New Mexico
either to tal k about --

Q Well, you know, we're not going to -- we're not
going to get too far afield from Col orado. W won't talk
about pay prices either so we don't have any
di sagr eenents.

So in Col orado, DFA knows the market better than
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anybody el se, correct?

A Yes.

Q It's not the case throughout the entire Central
order, but certainly for that part of Order 32, the mlKk
supplied in Colorado is DFA m |k supply?

A. M . Beberneyer woul d take exception to your

Central order. He's a pretty smart guy. He's the DFA

attuned to the marketplace in the rest of the area.

Q Ckay. In the other parts of the Central order
there are cooperatives other than DFA whi ch market not
insignificant quantities of mlk, correct?

A Yes.

Q Were you have testified about the price inpacts
of just the Class | surface on Weld County, Colorado, in
particular, you testified that the conbination of the
differentials in the nodel, with an adjust to

Make Al |l owances as have been testified to previously in

your nmenbers in Col orado, correct?
A |f the resulting price surface only used the

nodel ' s out put, yes.

along with adjustnents to Make All owances that woul d
i npose that econom ¢ harm on your nenbers that you have

descri bed, correct?

comrent about not having the expertise in the rest of the

Central Area Council coups, and himand his teamare very

t he hearing, would cause substantial econom c hardship on

A. |f there were no Make All owance change, and there

Q Ckay. So it's the conbination of the nodel output
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were a class price surface -- or excuse ne -- a price
surface change, and they used the nodel's output in

Col orado, there still would be an econom ¢ hardship. But
the two conbined will be an oppressive econom ¢ hardship
to dairy farnmers in Col orado.

Q Wonderful .  Your answer was very close to nmy next
guestion, which is, if there were no changes to
Make Al l owances, would the nodel results as to Wl d County
and other points in Colorado be acceptable to DFA?

A No.

Q And taking --

A O -- or National MIKk.

Q So take the Make Al l owance part of your argunent
outside -- take that away and just articulate what with
t he nodel's nunbers are unacceptable to National M|k and
DFA.

A. As -- as the nodel would determ ne the values, if
you took them wi thout any market intelligence, adjusting
it for any reason, the pricing surface in Col orado, the
pay price -- the PPD in Col orado woul d be reduced by about
$0.40 a hundredwei ght. And that woul d be representative
of about 40% of the profitability on average of dairy
farmers in Col orado between 2018 and 2022. So it would be
significant.

Q So let's wal k through sone of the nunbers that get
us to that $0.40 and change in the PPD that you have
predi ct ed.

Currently, the differential in Wld County is

r TALTY COURT REPORTERS, INC. 9546
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$2. 45, correct?

A Yep. Yes, that's a yes. |'msorry.

Q Ckay. And Jackson County, M ssouri, currently is
$2, correct?

A Yes.

Q So the differential in Wld County is $0.45 higher
t han the base zone for the Central order, correct?

A Yes.

© 00 N o o A~ W DN P

Q Now, the nodel changes that significantly. It
10 puts the base zone at 3.35, Weld at 2.35.

11 And so Weld County goes from $0.45 hi gher than the
12 base to $1 | ower than the base zone, correct?

13 A. It's 3.35. Wat did you have for Weld County?

14 Q  2.357

15 A Yep. Yes. That's correct.

16 Q Ckay.

17 THE COURT: And just so everyone's on the sane

18 page, you are |ooking at his chart on page 3, correct?

19 M. MIltner, are you |ooking at that?

20 THE WTNESS: No, he's not.

21 MR M LTNER  No.

22 THE COURT: (h.

23 MR MLTNER: No, I'm-- well, sone of the data is
24 on there. Al of this data could be found in --

25 THE WTNESS: | guess you are. You can get it --
26 MR MLTNER  -- 301.

27 THE W TNESS: But you can get it fromthat chart

28 actual ly.
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MR. MLTNER  You'd have to average the nunbers.
Al'l the data is there.

THE W TNESS:  Yeah.

THE COURT: Ckay.

THE WTNESS: So if | may, you -- so -- well, what
your question is, how do you get to a price adjustnent
that would |l ower the prices by $0.40?

BY MR M LTNER

Q We'll get there. |I'mtrying to establish how
we -- how this progresses, right?
A Yep.

Q Wl d County goes from $0. 45 above the base zone.
The nodel would have placed it at $1 behind the base zone.
So that's $1.45 swing in the price rel ationship between
those two points if we only |ook at the nodel, correct?

A Yep.

Q Okay. Proposal 19 takes the $3.35 differenti al
t hat the nodel proposes for Jackson County, M ssouri, but
then it increases the differential to $3.10 for Weld
County, Col orado, correct?

A Yes.

Q The change that was made by DFA or National MIk
or the working group, you |left Jackson County, M ssouri,
unchanged fromthe nodel, but you increased Weld County by
$0. 75, correct?

A $0. 75 from what ?

Q From t he nodel .
A. From t he average?
TALTY COURT REPORTERS, INC. 9548
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Q Yes.

A Actually, Weld County is $0.85 because the
differential would be 3.20.

Q You are correct, $0. 85.

A Yes.

Q Now, the decision to nove $0.85 on Wl d County,
but not to nove Jackson County, M ssouri, what is the
basis for that $0.85 change if we're just |ooking at that
particul ar county?

A. |'mlooking at it as a $0.75 change fromthe
existing differential.

Q Ckay.

A. And it is to maintain blend price levels at a
simlar level if just the Cass | pricing surface was
adopted versus what the blend price level is currently.
And as | worked with the Market Adm nistrator staff in the
Central order, they ran sone nodels for nme until it sort
of hit sonething that was kind of about the same for both
current and the new cal cul ati on.

Q So the purpose was to arrive at a differentia
that maintained the -- sonething close to a blend -- the
bl end price relationship that exists today?

A. Yes. And to deviate to a |l evel higher in Kansas
Cty would nake it -- would -- would require a higher set
of nunbers for Colorado. And so the Kansas City |evel
bei ng the base zone was an inportant |evel to establish,
3. 35.

Q Ckay. Alot -- alittle -- well, | want to say a
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| ot to unpack there, but at |east a few things.

Jackson County, M ssouri, Proposal 19 sets at
3.35, and | believe you woul d describe that as not as an
acceptance of the nodel's 3.35 but an increase of $1.35
over the current differential, correct?

A Yes.

Q So how do you arrive at $1.35 as the appropriate
nunber for Jackson County?

A It is -- 1 thinkis it -- | don't have the nunbers
right in front of me, but I think it's the average of the
May and COct ober val ues.

Q | believe that's correct.

A Yeah. That's how we decided. W stuck with the
average and worked fromthere.

Q Ckay. So you -- soO --

A Once upon a tine, in one of our generations, we
had St. Louis, Kansas City, and Denver at $3.70.

Q Ckay.

A. And we adjusted fromthere.

Q So when you had those three cities at $3.70, was
that derived froman average of the nodel or were those
nunbers pi cked based on anchor cities or another reason?

A. So St. Louis was set at 3.70, and it currently has
a simlar differential to Kansas City, so we made the
Kansas City val ue the sane, recognizing -- as St. Louis,
and then recogni zing that we were comng to the concl usion
that we were going to have to give up on the over for

Col orado, but we didn't want to decrease, so we al so set
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that at 3.70. Wth conversations we had after that, we
decided that the -- having Denver be 3.70 and Kansas City
be -- having Denver be 3.70, which would have been $1 --
over $1 increase fromthe nodel, we decided that woul d be
unt enabl e, and so we went back and consi dered ot her
val ues.

Q And you said St. Louis was currently at 3.707

A Yes. | believe that's the nunber.

Q But that's not its current differential?

A. No. That's -- that's our proposal.

Q Ckay. So how did St. Louis start at 3.70 then?
Was that pulled fromthe nodel ?

A. Yeah, | think that was the average of the two
nunbers to get to St. Louis was 3.70, | think.

Q kay. So | feel like it's "Tinker to Evers to

Chance," but we have -- we have St. Louis at 3.70, and
that was the average of the nodel, correct?

A Yep.

Q And then the decision was made to align Denver and
Kansas City with 3.70, correct?

A Yes.

Q And then those were nodified after sone
consultation within the group and perhaps with USDA, for
t he Market Adm nistrators offices?

A Yes.

Q Ckay. And then you have -- then at the point you
arrived at a nunber for Kansas City for Jackson County at

3.35, correct?
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A Yes.
Q And now you go to Weld County.
Was that kind of the next thought process is let's
back into Col orado and see where that |eads us?
A Yes.
Q And so woul d you have then | ooked at the current
differential at 2.45 or would you have | ooked at the nodel

to say, where does the nodel place Weld County?

A. | knew where the nodel placed it. It placed it at
too low of a level, and so we needed to -- for equitable
reasons, it needed to be higher. |t needs to be higher.

Q Now, if you are at 3.35 in Kansas City, and you
are currently saying, well, |ook, Wld County is $0.45
hi gher than Kansas City, was your first inclination to

say, set Weld County at say 3.80 and where does that put

us?

A No.

Q So do you --

A. My first inclination was to set Denver at 3.70 and
make the -- keep the sane difference between Weld County

and Denver as exists now.

Q So it was alignnment with Denver, not wth Kansas
City, that was driving the process?

A. Initially.

Q And then after that tell ne what happened in the
evol ution of the process, if you could.

A | think we -- | think you hit it already. W --

we went to 3.35 in Kansas City and then worked backwar ds
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to Denver to see what would result in a set of
differentials that were fair and equitable to Col orado
dairy industry.

Q But at that point that's when you started working
wth the MA to run sonme nock pools or things to fix that
nunber - -

A. No, we started before that. But, yes. But, yes.

Q Ckay. \Where did the nock pools cone into the
process?

A. Well, the final one woul d have been to get to the
proposals that | have now -- or that we have now.

Q | suppose this isn't ny question, but it's been
asked so often. |Is it possible that that strange columm
about the previous proposals in spreadsheets 300 and 301,
t hat those nunbers got thrown in as you were worKking
t hrough the different pool iterations with the Market

Adm ni strator offices?

A. You want to | ook at Denver in that?
Q | was --
A. It could have, yeah. It could have very well. |

don't recall the timng of everything but...

Q That's sufficient for ne. W don't need to dig
t hem out unless -- no, we don't need to. Al right.

A. Al right.

Q Now -- and then I'"'mreally going to try not to

repl ow ground.

During Federal Order Reform there was -- we had a
nodel that the industry was working from It was notice
TALTY COURT REPORTERS, INC. 9553
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and comment rul enmaki ng, correct?

A Yes.

Q And as part of that notice and conment rul enaking
process, USDA solicited input fromthe industry, correct?

A Yes.

Q And at one point there was issued a -- as you
described it, a book or a couple of books which -- but
they were essentially Federal Order register publications
of a proposed rule, correct?

A Yes.

Q And in those proposed rules did it contain
comments fromthe industry about the nodels as they were
present ed?

A Yes.

Q And to your recollection were there additiona
comments solicited?

A Yes.

Q And when you referred to the industry, in
particul ar the cooperatives in the Northeast offering
coments, would that have been the tine at which point
your comments, those of Dairylea and ot her cooperatives,
were subm tted?

A Yes. As | recall

Q Now, woul d you agree that at that point there was
a final rule issued in April of 1999 as a part of order
ref or n®?

A | don't recall the date, but there was a final

rul e.
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Q Do you know if that final rule articul ated what
USDA did to deviate fromthe nodel and incorporate the
coments of cooperatives |ike Dairylea and ot hers?

A. | can't recall. Was that Option 1B, that fatefu
Option 1B reveal? | think it was, wasn't it? Can | ask
you a question?

Q | was -- | was still an undergraduate, so | don't
know.

So |l want to -- okay, let's revisit the Wld
County issue for just a second.

If you were just going to use the nunbers that
were in the nodel for Weld County and Kansas City, just --
if you could summarize for us what that would nean to
producers in Colorado in terns of their pooling on the
Central order.

A It would result in an increased incidence of
depooling of Colorado mlk on the Central order.

Q And why woul d that occur?

A. Because the bl end price would be going down. The
PPD woul d be goi ng down by about $0.40 a hundr edwei ght,
and so there would be nore instances when the blend price
woul d be Iess than the Cass IIl price or less than the
Class IV price or less than the Cass Il price, and so
t here woul d be nore incidences of depooling.

Q Now, we already stated that the difference between
Wel d County and the base zone under Proposal 19 is $0. 25,
correct?

A Yes.
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1 Q O $0.15?

2 A It is $0.15.

3 Q So if under Proposal --

4 A. Under our proposal.

5 Q And al so now under your proposal, Dallas County,

6 | Texas, which is the base zone for Oder 126, is $4, and

7 Chavez County, New Mexico, where there's another

8 nozzarella plant, is at 2.70. So that difference is

9 $1. 30.
10 And so |I'm wondering why the vast concern with
11 Wl d County at a $0.25 difference but not a concern with
12 Order 126 and that price rel ationship?
13 A. Yeah, |I'mnot aware of that relationship. [l
14 have to go back and | ook at it.
15 Q You didn't -- you didn't |look at Order 126 at all?
16 A | was not involved in the determ nation of the
17 pricing surface in the Sout hwest.
18 Q Ckay. So in Cuyahoga County, O eveland, the base
19 zone for Order 33, the difference between that and Otawa
20 County, M chigan, is $0.20 under the current proposal, and
21 it goes to a $0.60 difference under Proposal 19, nore than
22 twice the difference in Wld County.
23 And -- and so ny question is the sanme: Wy the
24 concern so nuch with Weld County but not a simlar concern
25 in Order 337
26 A. | wasn't -- | didn't -- there may have been a
27 simlar concern for Oder 33. | wasn't involved in the
28 | discussions of those val ues.

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

9556



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 Decenber 04, 2023
NATI ONAL FEDERAL M LK MARKETI NG ORDER PRI CI NG FORMULA HEARI NG

Q At any point did the various working groups or
regi onal groups cone together to attenpt to harnonize the
changes they have nmade, because | have -- well, answer
that question if you could: D d they cone together to
har noni ze t hose changes?

A Yes.

Q I n those di scussions to harnoni ze those changes,
what was discussed in terns of the deviations fromthe
nodel out put?

A | don't recall a lot of discussion about that. W
were mai nly concerned about how the orders of the regions
mat ched up.

Q So the order regions were discussed, but the
operations within each of the orders or the regions were
of less inport?

A | wouldn't say less inportant. We -- we had to --
we had to nmake sure that the regions neshed together
appropriately, and so that was our focus.

Q Wiy -- why woul d the border regions be nore
i nportant than the operations within the orders?

A The National MIlk -- the National M|k nenbers
with the market intelligence in those regi ons worked
through their -- their process for those regions. And
certainly sonebody that's very famliar with the Sout hwest
woul dn't be able to contenplate all the issues going on in
M chigan if they didn't have experience in Mchigan. And
so it was left to the expertise of the regions to devel op

the solution for those regions.
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Q Wul dn't it be inportant, though, for the people
in the Southwest to understand that those working on the
Central order worked very hard to not have a | arge

di sparity between the base zone and a significant mlk

t hrough to the other regions?

A. Yeah. | wasn't aware that that happened.

Q You were not aware that those discussions took
pl ace?

A. No, that there is a severe disparity between a
base zone and a manufacturing area sonewhere.

Q That wasn't the case in Wl d County?

A. Ch, I"'msorry, in the Southwest.

because that issue had to be rectified in the Central
order, maybe that issue ought to be exam ned carefully in
t he other orders?

A. | did -- | did |ook at sone of our delivery
| ocations, and | didn't notice there was an issue. But

maybe | didn't cover all the right delivery |ocations.

THE COURT: M. MIltner, renenber where you are.
MR. M LTNER  Ckay.
THE COURT: W have only got four mnutes to talk

Q So you | ooked at delivery locations in Oder 1267
A Yes.
Q And Order 33 as wel | ?
A | did not in Order 33. Let nme think. No, |
don't -- | don't think I did in Oder 33.

production area, and maybe that concept ought to be pushed

Q Ckay. But there was -- there was not thought that
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about what we do tonorrow

MR M LTNER  Very good. Thank you, Your Honor.

THE COURT: You're wel cone.

You' re avail abl e tonorrow?

THE WTNESS: Until the end of the day.

THE COURT: Very good.

THE WTNESS: | have to be in Kansas City
Wednesday nor ni ng.

THE COURT: Ah. Al right.

Ms. Hancock, do you want to be the one that talks
about what order you would anticipate for tonorrow?

M5. HANCOCK: | can kick us off. | will see where
we | and.

W would i ke to start with Steve Stout and finish
his cross-exam nation tonorrow, and then return to
M. Gallagher and finish his cross-exam nation. And then
we W ll turn to a conbination between Peter Vitaliano and
Jeff Sins. Qur goal is to get M. Brown on this stand on
Wednesday, though, so we'll -- we mght have to | ook at
t hat order.

But those are our remaining wtnesses, so it wll
be sone conbination of those orders, and then | think
there's a dairy farnmer that is com ng.

THE COURT: Does anyone el se want to add comrents
to what we anticipate for tonorrow?

No one does. |'ll see you at 8 o' clock tonorrow
norni ng, and we now go off record at 4:57.

Ch, M. English, can we go off record?
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MR, ENGLI SH:
THE COURT:

(Wher eupon,

Yes, off record.
Al right. Of record at 4:57.
t he proceedi ngs were concl uded.)

---000- - -
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