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E My name is Patrlcla Stroup. I am the Group Manager for Darry for Nestlé Busmess

_ Semces (NBS) and today I am represerrtmg Nestlé USA and Dreyer 8 Grand Ice Crea:rn

N In my role w1th NBS [ am responsrble for milk and dairy 1ngred1ents procurement for

' Dreyer s and Nestlé brands i 1n the Umted States and Canada. This includes procurement )
- relatlonshrps with 1nd1v1dua1 dairy fanns cooperatives and propnetary handlers and

manufacturers Pnor to my posruon Wlth Nestlé, T held posrtrons with Hilmar Cheese |

B Company in H11mar, Calrforma Maryland and Virgnna Milk Producers Cooperatzve mo
' - Reston, Vrrglma and Eastem Milk Producers/Mﬂk Marketmg, Inc in Syracuse New |
._York and Strongsvﬂle Ohro Ihold an M.B.A. from Purdue Umversny and an
undergraduate degree W1th a cognate in Dalry 801ence from Virginia Tech. I developed -
today’s testimony in cooperatron w1th Nestlé and Dreyer’ s staff and present it today with

E authonzatron from Nest[e beverage dlvxslon and Dreyer s Grand Ice Cream executive
- staff - ' ' '

: 'Nestle in the United States: 1ncludes Nestlé USA ‘Nest]é Nutrltlon Nestlé Purlna PetCare |

- . Company, Nestlé Waters North Arnerrca Dreyer s Grand Ice Cream, Inc and Alcon _

Laboratones Ine and is part of Nestle S. A, the world's largest food company, in Vevey,
~ Switzerland. Nestlé USA’s 15,500 employees Operate 20 manufactunng facrhtres and

: five drstnbutron centers focused on makmg branded food and beverages..
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3 Dreyer S Grand Ice Cream Holdmgs Inc and its sub51d1anes manufacture and drstnbute -

a full spectrum of ice cream and frozen dessert products. The company s premium

; ,products are marketed under the Dreyer s brand name throughout the Western states and _

' Texas and under the Edy’s® brand name throughout the re1na1nder of the United States. _
lntematlonally, the Dreyer $ brand extends to select markets in the Far East and the Edy s
_brand extends to the Caribbean and South America. Dreyer 5 has ’? 000 employees and

operates SiX manufactunng facdttles n Texas Indiana, Maryland Utah and Cahforma

I testify today in opposition to the I\lati‘onal Milk Producers Federation’s proposal to

sever the pricing relationship between Class I and II and the rnanufactunng classes and o
- mcrease Class I and IT prices. Our opposmon is based on two ‘main factors. F1rst

3 '_'_,'mcreases in prices of Class [ and II daity products risk losing stgmficant share of the

consumer’s stomach to non datry products Secondly, from the mulk procurement :

. perspectwe Nestle and Dreyer’s are not expenencmg rnrlk shortages or mcreased

) premlums resultmg from costs associated w1th “servmmg our Class I and 1T markets

' plants

: It 1s no secret that, as milk product1on in the United States continues to cliimb, the

o uuhzatlon of milk in Class I and I products has been dechnmg and stagnant

_ respectlvely But, what is more, dlstressmg is that the consumptmn of Class Imilk, in =
‘particular, is not only declining in terms of percent utrllzanon, but also per capita and,’
- 'most alarming, i in terms of absolute pounds of usage. Accordmg to populatron numbers
._and_ fluid sales data from USDA, Economic Research Service, from 1_990 to 2005, per
capita codsumption-of whole reduced, -lowfat and nonfat milks declined in total , by 21
.- percent. More recently, from 2000 to 2005, consumption of those products dropped by an -
| average of 1.8 Dpercent per year. In terms of absolute demand volume, “white” mitk |
- volume has decreased by 5.5 percent smce 1990 and averaged over 40.75 - percent dr0p

~ cach yea:r since 2000 Thrs means that the. mdustry cannot srmply rer on increases in-




' pOpulatlon fo stabrhze or grow Class I and II markets It wrll need to rely on mnovatrve

'product development uruque rnarketmg and attractlve pnce pomts

o It is short srghted to look at nnlk as an 1solated category Whlle NMPF 'S analysrs looks .
) strrctly at the supply s1de and USDA's elasticities consider only the reactlons to pnce of N .
.'Class I m1lk as a whole, r.namly “comrnodlty” white milk, Class I milks truly include a” |
wide array of beverages that reach beyond gallon jugs of milk. Flavored rnrlks have
- _potennal to lead growth n Class 1 sales. In the same penods I mennoned for whrte nnlk .
' from 1990 to 2005 per capita consumption of flavored milks increased by 55 percent |
- .whﬂe total volume increased 83 S percent., More recently, from 2000 to 2005 per cap1ta o
B consumptmn has been 1ncreas1r1g even faster, averagrng over four percent 1mprovement |
per year. One. would lrke to think that flavored milks have camnibatized the white milk
‘ loss S0 that users are staymg w1th1n the rmlk category, but- indep endent and proprletary
- attrtude and usage research eommrssloned by Nestlé and reported in June 2006 1nd1cates |
that consumer movement in and out of the ﬂavored milk category does not generally '
_come from Whrte milk, but rather from other beverages. To be truly competmve asa
o cornpany and as an 1ndustry, we must look at mllk’s posmonrng agarnst other beverages_.'
and not just other da1ry products We cannot mcrease prices on milk beverages wrthout '

-1osmg demand not Just from the category, but from the use of dairy products n general

| _ Nestlé’s Nesqu1k® Ready 1o Dnnk beverages 1nclude smg]e -serye, quart and half» gallon” |
offermgs 1n such varretres as chocolate banana cookies and milk, strawberry and a host
Cof other ﬂavors Nestlé’s recent attltude and usage study 1nd1cates that the maln

. competition for Nesqu1k® are not dairy- based beverages The top compet:ltron for

' ._ ~ flavored m11ks are, in this order soft drinks, bottled water and refrigerated pre- -mixed -

jorange juice. Only after those products did respondents list other mllks Ih fact even non-

beverages compete wrth f,lavored mﬂks Over half of the respondents 1ndlcated that they

: replaced ﬂavored milks wrth fruit or vegetable snacks salty snacks ehocolate candy and ':I o

" snack bars




One of the pnn01p1es of pnce elastlclty 1s that products with few substrtutes generally

- have low pnce sen51t1v1ty Unfortu.nate]y, we have found that ﬂavored milks have many a

N substItutes Pnoe becomes : a maJ or factor for. consumers in de01d1ng how to satlsfy thelr _
 snack cravmgs One of the cr1t1ca1 results of ou.r research mdlcated that pnce point affects
.elasticlty of flavored milk more tha.n pnce gap among ﬂavored mrlk brands does Thrs |
B means that consumers are usmg pnce as a determinant of whether to purchase a beverage |
i the cate gory of ﬂavored mrlks or, another beverage more than they are usmg |
- differences in pnce 1o choose among brancls wrthln the ﬂavored rmlk category In other

words, the consurer quest1on 1s “ohocolate milk or soda,” not “Nesqu1k® or store brand

C milk®

o Our elasticity studles usmg two years of scanner data endmg in 2005 found that ﬂavored .

- milks exhibit above- average price elasticities to- prlee changes compared to other o ._ _

_ '.l_refngerated rtems Results 1nd1cate that smgle -Serve flavored milk exh1b1ts anegatzve L

| J' '1 35. e1ast1c1ty and 64- oz ﬂavored milk exhibits a uegatrve 1.54 e]astrcrty Coupled With
o what we know about consumer food and beverage choices, we expect the rnaJ ority of

those lost sales will not go to other darry products, but to non—da1ry beverages and foocls :

- At Nestle ‘where our busmess is charactenzed by the phrase “Good Food Good ere ”

~and three- quarters of all research pI'OJCCtS focus on health and wellness we are .
| particularly concemed ‘about what an incredse in milk price will do to the consurnptron of
milk in the sohool market This is a venue where we have excmng opporturutles to
:encourage more milk consumpt:on by children, but aiso face clauntmg challenges from

: entrenched competlnve beverages Several stud:es have shown that chrldren choose m1lk_'

more often and consume more of what they do choose, ‘when they are offered new - |

flavors and attractrve paokagmg The studies show consumptxon can be 1ncreased not .

only on the school meal line, but also through darry sales in a la carte and vendmg

" F]avored milk has been 1dent1ﬁed bya number of experts asa pos1t1ve way to encourage
" more milk consumptmn The Dletary Gurdehnes for Amencans 2005 cite flavored milk

favorably asa product whose palatability is 1ncreased by modest amounts of added




sugars, thereby encouragmg people to consume the nine 1rnportant nutrients found in
o ~ milk, But, price is a factor in the school market If students can buy a soda but milkin
. the adjacent vendmg machrne costs more, the soda has a ccrnpetltzve advantage. If mrlk . S
se[lers hold vendmg pnces down to ensure compet1t1veness therr vendmg operatton 18
a less hke]y to be ﬁnancmliy attractive and milk’ vendnlg machrnes wilt be placed in fewer

' schools Similar considerations apply toala carte sales. This means that every increase.

in Class I pnces poses I’lSk to emerglng sales opportumtres likea 1a carte and Vendlng 111

" schools. Equally troublesome is the fact that even 1f placed less proﬁtable 1tems earn

less attractwe placement mn schools and stores again llmltlng consurnptlon Since these o

' marketlng opportumtles not only can inicrease. todays consurnptlon but also help bu11d

life- Iong consumption habits, we should not 11 ghtly d1smlss th1s rlsk

- Whlle ] have focused on pnce mcrease Irnpacts on milk beverage demand much the

same can also be said of the effect of price 1ncreases in the ice cream category Dreyer’s

: Grand Ice Cream products 1nclude brands of frozen dessert products such as Grand, Slow

_Churned® D1bs® Haagen—Dazs@ Nestlé® Drumstlck® Nestle Crunch®, Nestlé®

Butterﬁnger® Nestle® ToII House® Nestlé® Carnatron@ The Skmny Cow® and

'others

Dreyer s mdependent]y comrrussmned research on price and demand issues performed B

" and reported in late fall 2005 1nd10ates that mcreases in premrum packaged ice cream . _
| prices of elght percent per 56-0z. package across the category result i muptoad.g percent |
*. - decrease in sales volume According to Dreyer S research when consumers are not h

' buymg ice cream 75 percent of the time they are spendmg those potenhal dalry dollars

on non- ~dairy dessert 1te1ns lrke cookres and cake w1th the relnamlng 25 percent devoted

~ to shack foods

. In summary, National Mllk 5 assertlon in 1ts proposal that “processors of Class I and
. C]ass I products are able to pass on 1ncreased costs to the market” may be techmcally
- correct in that there is not a circularity i 1ssue w1th NASS survey pncmg as there is with

_ '—Class III and IV, but is entirely incorrect in its assumption that there is not an 1mpact on




usage and, therefore cost.. .measured in cost per umt cost in the net pnce 1mpact to dalry

' _'farmers and cost in competltrveness of the mdustry on the store shelf.

Secondly, the pet1t1oner asserts that premlums are 1ncreas1ng asa result of mcreased costs
| in servmmg the Class I and I markets and that Class I and T milk supphes are at nsk
- ‘because of madequate regulated pncmg It has not been our experience, at any of the
. Nestlé d1v131ons or at Dreyer s, that Class Torll rmik is in short supply In fact, 111 |
'prehmmary work on our new Class I and II facility in Anderson Indiana, we have had
- discussions with five drfferent m1lk supphers mterested iy servrcmg that plant. Four of

those contacts were LSO hcrted by us. On the same note at all of our Dreyer s plants,

\ mrlk and nu]k mgredrents were all readliy available thrs year and, in net, we are paymg o

. the sa:me prermums for those products for 2007 that we did last year. We in fact, had

~ more proposals from supphers for the Dreyer’ s business than we had the volume to
..accept The assertion that higher costs of servrcmg the Class I and II markets are bemg :
_'_reﬂected in h1 gher over—order premiums and/or lack of m1lk avarlablhty has not been our |
o experrence natlonwrde and 111ustrates to us that no emergency srtuatlon exxsts inthat - - -

regard

We urge USDA to con51der careﬁ.llly whether there is actual ev1dence that Class Tand II .

supphes are at risk. The ovemdmg funot1on of federal rm]k marketing ordersisto

- - balance milk supplies by efﬁcrent allocatlon of supplles within the various utilization

. categories for mllk and other da1ry products. The hallmark of program admmlstratton |

. should be efﬁerent supply aIIocatlon not aggregate price enhancement or depressmn

: 'For these reasons — because a prrce 1ncrease will result in decreased demand and because -
- we are not expertencmg rmlk shortages or 1ncreased premlums assoclated with servxcmg
' Class I ancl T milk - we Oppose any inicrease in the Class I or Class 11 federal order

priclng formu]as Thank you for thls opportumty to share Nestie s and Dreyer S pOSltlon

S i this matter |
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