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My nameis Dennis Schad and | am hereto testify on behalf of Land
O'Lakes, Inc. | hold abachelors degreein History from the College of
Williamand Mary and a Mastersin Business Adminigtration from Virginia
Tech. | have worked for Land O'Lakes and its predecessor cooperativesfor
twenty-five yearsand my current titleis Director of Regulatory Affairs.
Prior to thisassignment, | have held positionsin cooperatives marketing
and transportation departments. | have testified at numerous Federal and
state milk marketing order hearings and before the agriculture committees of
several state legidlatures.

Land O'Lakes (LOL) isadairy cooperativewith over 4,000 dairy farmer
member-owners. The cooperative has a national membership base, whose
membersare pooled on six different Federal orders. For over ten yearsLand
O'Lakes and its processor cooperativeshas provided a supplemental supply
of milk to the Southeast. From that time Land O'Lakes members have been
continuously pooled on the Southeast orders.

| testify today in support of Proposals1 and 3; in oppositionto Proposal 4
and with no position on Proposal 2.

Land O'Lakes SupportsProposal 1

Land O'Lakes isasupplementa supplier to the Southeast orders. Inthis

role the cooperative suppliesseasonally needed milk from its Northeast and
the Midwest milk sheds. Testimony has aready been given by the
proposal's proponentsthat show that claims against the Transportation
Credit Fund exceeded the fund’s resources. When claims exceed the fund's
resources, paymentsto handlerswho provide the supplemental deliveriesare
prorated. Proponents point out that only 39 percent of the clamswere paid
in Order 7during 2004, while 54 percent of claimswere reimbursed in

Appa achian Order.

Land O'Lakes appreciatesthe change in the Southeast ordersin November
of 2005 that increased the Class| assessment in the two orders by three cents
per hundredweight. We also agree with the proponents analysiswhich
statesthat the November increaseisinsufficientto fully reimbursefuture
clams against the Fund.




Land O'Lakes agrees with the analysis provided by the proponentsand
supportsProposal 1, which will increasethe Class| Transportation Fund
assessment by five centsin Order 5 and by ten centsin Order 7.

Land O'Lakes HasNo Position on Proposal 2

Having no membersresiding in the marketing areas of the two Federal
orders, Land O'L akes takes no position on Proposal 2.

Land O'Lakes SupportsProposal 3

Land O'Lakes is a supplemental supplier of milk to the Southeast fromits
milk shedsin the Northeast and Midwest. We have read the testimony of the
proponentsand agree with their evidenceand analysis. In transporting milk
to the Southeast marketsfor over ten years, Land O'L akes has seen its costs
increase. We have experienced increasesin all cost categoriesincluding, but
not limited to, labor, insurance, fuel and truck costs.

Land O'Lakes also supportsavariable cost per mile transportation credit
reimbursement rate as presented by the proponents. Basingthe
reimbursement rate on diesel fuel cost will be more responsiveto the costs
actually experienced by the handlers who move milk into the deficit
markets.

Land O’Lakes OpposesProposal 4

Previoustestimony has stated the obvious: The on going trend in the
Southeast has been a declinein milk productionand an increasein
populationin theregion. These supply and demand conditionshave resulted
in the need to source supplemental milk further from the marketing area.
The Transportation Credit provisionsof Orders5 and 7 are designed to
provide creditsto handlerswho import supplemental milk into the
Appalachian and Southeast orders during the short production months of
July through December.

In order to qualify for transportation credits, certain requirements must be
met. Paymentsare limited to producersthat reside outside of the Order's
marketing area and such producers are required to be off-market at |east two
months during the preceding February through May period. Paymentsare



made only for ClassI movementsand no transportation paymentsto
producersare made for the first 85-milesof travel. Additionally,
transportation paymentsare decreased by the positivedifference between the
farm and the receiving plant's Class | zone.

This program reimburseshandlers for some of the costs of importing
supplemental milk on atransactiona basis. Milk is movedto the deficit
market and a partial payment ismade, based on a set of stringent
contingencies. Theintent of Proposal 4 isto add another set of requirements
to the Order's Transportation Credit provisionsfor making needed July
through December shipments of Class| milk to the Southeast. These new
requirementswould do nothing to encourage needed milk importsinto the
Southeast during the short production months, July through December.,

Proposal 4 would require a comparison between Z% (30%?) and the
percentage of milk delivered to plantsother than 1005.7 (a) and (b) and
1007.7 (a) and (b) plants. If the proponent-defined delivery relationshipis
greater than Z%, then transportationcredit paymentsto the importing
handler will be so prorated.

Section 1005.13 aready definesthe necessary shipmentsrequired for Pooled
Producer statusat a handler and individual producer level. Diversionsby
cooperative associationsand by operatorsof pool plants may not exceed 25
percent between July and November and 40 percent during December.
Additionally both ordersrequirethat al pooled producers''touch base” at a
pool plant during each month. In order to facilitate movementsduring the
short months, which coincide with monthsin which handlersmay draw
Trangportation funds, "touch base" requirements are increased.

Under the Orders definition, adiversionisadelivery to a non-pool plant.
Deliveriesto other-order S. 100 . 7 (a) plantsare down classified and
counted asdiversions. Proponentsoffer a new diversion definition in order
to qualify for full payment of Transportation Credits, whereadiversionisa
dedlivery to plant other than 1005.7 (a), (b) or 1007.7 (a), (b) plant. While
pooled Order 5 milk isineligible to collect Transportation Credits at an
Order 7 distributing plant, proponentswould include such deliveriesin the
numerator of their Transportation Credit relationship. Likewisethe Order
would include deliveriesto 7(c) and (d) supply plants and deliveriesto a 7(e)
Class1/Class 1I system of plantsinthe numerator of the diversion



relationship, while proponentswould exclude these deliveriesfrom their
calculationfor full Transportation Credit reimbursement.

It isactually unclear what milk would be included in the denominator of the
proponent's relationship. Do they wish that the relationship be computed for
each single producer or do they mean that al of ahandler's deliveriesbe
includeintheratio? If so do they mean that al of handler's deliveriesbe
included or just deliveries by producerslocated outside of the marketing
area. Dothey mean dl of the producerslocated outside of the marketing
area, or just those requesting Transportation Credits?

Section 1005.82 (d) (2) setsthe requirementsfor distribution of
Transportation Credits between an other-order plant shipping plant and an
Order 5 distributingplant. 1t iscompletely unclear what milk isto be
included in the proponent's relationship for this provision of their proposal.
On the basis of an undefined relationship, proponentsrecommend limiting
the payment of Class| transfersframout-of-order pool plants

Proposal 5 isvague and defective. However, the Secretary should not reject
this proposal for these reasons. He should reject these changesto the
Transportation Credit provisions because these proposalsdo nothing to
better effectuate the movement of milk into the deficit market. The current
provisions defineatransactional relationship: supplemental Class| milk is
needed in these markets during a specific period and the Transportation
Credits provide moneysto partially effectuatethe movement. The current
order producer qualification and Transportation Credit criteria provide
adequate safeguardsto this program and no more are required.

Land O’Lakes requeststhat the Secretary reject Proposal 4.




