- Testimony of Mike Suever, representing HP Hood LLC
Emergency Class I & II Price Hearing

~ Reference: Docket No. AO-14-A76, et al.

My oame is Michael Suever. I am a Senior Vi.ce_Pr_esi'dent for HP Hood LLCand
. am respoosible for milk procurement, research & development and engineering Our |
cornp.any has substantlal capltal mvested in facﬂltles that process and package milk

into Class [ & II products We operate 14 Class 1&11 plants in FO #1 and 6 plants !

L the Upper Mldwest. As such, we are _keenly interested in the outcome of this

proceedmg I have testified at many Federal and State regulatory hearmgs over the .

last 25 years in the business. -

I must say that I Qas 'st_lrprised when USDA' amtounced that.it was. willing to
coﬁsider changes of this magnifude on an exﬁefgency basis and affording a very short
time for the 1ndustry to prepare I am general[y an advocate ofa rapld process but the
substance of thls proceedmg requires more time for preparatlon Class I milk is the
prmcxpal focus of the federal order system, yet potentially massive changes a.re being
considered on less than three weeks notice. This mcludes not only a change in the
relattonshlp of Classes | and II from I and v, thereby reversing decades of

practices, as well as extremely large increases in the Class I and II prices.

HP Hood LLC is opposed to Proposals 1 through 5 as published and recommends

| that the Depaitment' deny the requested changes. One of the overriding arguments
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- purposely try to reduce the supply and then claim that the (supposed) inadequacy of

the supply requires government intérvention.

Ths next_arsa-of focus by the prsiso:nentls is the rising cost of trahspo_rta_tisn to all .. .
markets. As they néte, _“tranSportation costs affec_t all mar_kéts’_’: yet they seek
colmpensati.on from oﬁ_]y the Class I & ._II markets. They note processors achieve |
saviﬁgs throhgh thé'c.}p'eration_of larger plants; but ciaim_ -thaf the higher hauling rates.
Iand ionges hauls thét allow these. plant savinés-are i_nﬁposed u‘poﬁ prdducers and their
coop:é_rati.vss.'. La_rgsr plants are not".e.xclusive to facilities that only méks Class I & II
products. _' In fast some of the largsst dzﬁry plants built _in_receﬁt times have been Class
I plsnts which in m;an.}; cases are at least partlj/ owned by Coopsratives. .Th.ere is nb

: basis to try to shift these fransportation costs to the Class I and 11 markets,

The_Federal Ordsr has dealt Wlth fr_ansportation co.stslto ses've markets in other
_wlrays. ‘For ﬂ.{e. pr.oponsnts to ighqfe'fhe myﬁad_ sf details insolvéd with transpsrta’_cion _
.. éI_ld sinipl.).r sté_afs that one cllla..ng'e ’so tjhe price .mo.ver is the way to deal w:th thihgs, or
will take sare_ of things, is preposterous, T_he_pro_dscers hsVe oﬁen looked Itb USDA"

for a quick fix. Let’s not make that same mistake again for expediency.

" The pr0p0nents also focus on the existence of voluntarily negotiated, and
increasing, Class Ilprérniums as the 'pur'ported' raﬁonale for proposed changes to the -

“mover”. The following table depicts the average Class I premium charged By




CMPC members in the FO 30 Eastern/ Chicago market followed by the premiums

charged.in FO 68 Upper Midwest:

1995 SLI4/CWT $0.72/CWT  (August-December was the only data available)

1996 145 "1._139.:
1997 1862 1.593

1998 14 - 0.886

1999 1567 1117

. 2000 1432 1173
2000 1447 134
002 156 - 1606
2003 _-1'61 1660
2004 2638 aa34
2005 257 2095

2006 2.207 1.782
- Data sﬁpply By the CMPC.. '

As you can see from the data, over time the premiums move up and down. The
| premiums frorﬁ the two areas do not follow in lock step with each other. In fact the
latest data, which includes 2006, shows that premiums havé been moving lower from '

| a high in 2004, I do not believe for one moment that these premiums “are an




indication of the inadequacy of the culrrent rnioimam Class I priees to draw milk to -
the pool to meet Cl_ass I needs”. The‘ fluctuation of Class.I premihms has been
influenced by any number of things w11:h1n the market or adj acent markets.. Some of -
these factors mclude the amount of Class I access that various C00ps hare at any
given time and the influx of very Iarge farms Just to the east of the region. Bven -
'_ mﬁghtmg amongst Coops” has had a significant 1mpact The assertlon that changes
in the Class I prerruums should be used to make an adjustment to the “mover is
 baseless. [ have asked our Coop suppliérs what will happen to our volantary_
| premium if _al portion of the current Iprernium heeomes-institutionaiized in the Class I
' prlce’f‘ They have made it elear that they cannot reduce our premlum They claim
. that their producers have come to expect the current ievel of premiumsin therr

monthly check,

Another major probiern w1th the proposals is its 1mpact in the Upper Midwest, |
Where HP Hood also has srgmﬁcant operatlons Based on my calcu]atrons producers - |
_ that supply our milk plants in the Upper- Mldwest will act'ually end up with less

money at the end of the month if this proposa] is approved When I ran a set of
' numbers using the proposal in COH] unction W1th the expected MILC payments, the
producers that supply our Upper Midwest plants would expenence a lower total price

- for their mrlk




Class II

The proponents note that the spread between Cla_ss IT butterfat is $0.037 to.

© $0.0393 hi gher than the butterfat formula for California Claé_s IV A while their proposal

- would establish a spread of only $0.027 above the 'Class IV butterfat formula in the

Fe'deral Order areas. They then go on to essert that “substantial substitution of butter,

butteroil or anhyclrous milkfat for cream has not oceurred in Cahforma” 1did not hear -
any’ of the proponents define the term ¢ substantlal” in this context. I fail to understand -.
how the market dynamics of Celifomia which is eyear-round exporter of butterfat'.in.

many forms can be compzired'to the Northeastern mél_rket that imports butterfat at least 9 . |

" months of the year. The proponents also fail to note that sﬁbstifution of non milk fat
-~ sources can and do occur already. A perfect example is a product ca]]ed Cream Cheez

made Wlth some ve gltable oil. This product does not meet the standard of 1dent1ty for

cream cheese but is gammg an ever growing share of the food service hlstorlc cream

cheese market,

In sﬁmmary the Cooperatives are looking for z;. “ciuick fix” to eompensate the
‘producers for any 1mpact due toa change in the Class 111 & IV make allowances but
their solution has little to do with thls aileged problem and would. carry SIgnlﬁcant
" negative consequences. - Thelr proposal i gnores' the real pr(')blem\ of a circular
manufacturiﬁg .price formula and location adjuetmer_lts that shoﬁld be revisited. We .
_ sheuld .not. eharige the “moverﬁ’ just to avoid the real issues conceming_ m_ilk pric.e

c_alculations.. :



