Commonwealth of Pennsylvania
Milk Marketing Board
2301 North Cameron Street

) vy 717/787-4194

Harrisburg, PA 17110-9408 Fax 717/783-6492

WEB SITE: http://www.mmb.pa.gov E-mail: ra-pmmb@pa.gov
Official General _ Posted: December 4, 2019
Order No. A-962 (CRO 10) Effective: January 1, 2020

COST REPLACEMENT ORDER FOR THE
NORTHEASTERN MILK MARKETING AREA, AREA NO. 3

NOW, this 4™ day of December 2019, the Commonwealth of Pennsylvania, Milk
‘Marketing Board, issues this official general order pursuant to the authority conferred by the -
Milk Marketing Law, 31 P.S. §§ 700j-101 — 700j-1204. - This order will become effective at
12:01 a.m. on January 1, 2020.

- SECTION A
INCORPORATION

The attached Findings of Fact, Conclusions of Law, and Attachments are incorporated
herein by this reference as though fully set forth in this order.

SECTION B
SCOPE

(a)  The costs adopted by the Board in this order will replace the costs embodied in
Official General Order (OGO) A-962 (CRO 9) and will be incorporated into the wholesale and
retail prices of price-controlled packaged products sold in Milk Marketing Area 3, as defined in
Section B of OGO A-962.

(b).  The rate of return for dealers is 3.4%.

© The rate of return to retailers is 2.7%.



SECTION C
EFFECTIVENESS OF OFFICIAL GENERAL ORDER A-962

All parts of Official General Order A-962 not inconsistent with Section B of this order
continue in effect. :

PENNSYLVANIA MILK MARKETING BOARD
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es A. Van Blarcom, Member

pat 8. Waihop

Carol A. Hardbarger, PhD, Consumer MeWr

Date: December 4, 2019

- IF YOU REQUIRE THIS INFORMATION IN AN ALTERNATE FORMAT, PLEASE CALL
717-787-4194 OR 1-800-654-5984 (PA RELAY SERVICE FOR TDD USERS).
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FINDINGS OF FACT AND CONCLUSIONS OF LAW
COST REPLACEMENT HEARING FOR MILK MARKETING AREA NO. 3
'NOVEMBER 6, 2019

L. FINDINGS OF FACT

1. ~ OnNovember 6, 2019, the Pennsylvania Milk Marketing Board (“Board”) held a
cost replacement hearing for Milk Marketing Area No. 3.

2. Notice of the hearing was published at 49 Pennsylvania Bulletin 3985 dated July
27,2019. It was also mailed to those who have requested mailed notice of Board hearings via
Board Bulletin No. 1563, dated July 11, 2019. The hearing notice enumerated the scope of
evidence that the Board would receive.

3. The dealer cross section used by both Board Staff and the Area 3 milk dealers
(“Dealers™), the only parties to present dealer cost information, consisted of Clover Farms Dairy
Company; Dan Ed Corp. T/A Guers Dairy; Dean Dairy Holdings LLC DBA Swiss Premium
Dairy; Monroe County Milk Producers Coop Association DBA Pocono Mountain Dairy; Turkey
Hill LP; Tuscan/Lehigh Valley Dairies, Inc. (Lansdale); Tuscan/Lehigh Valley Dairies, Inc.
(Schuylkill Haven) and Valley Farms Dairy LLC. '

4. Clifford Ackman, appearing on behalf of Board Staff as an expert in milk
statistics, testified that the dealer cross section was representative of the dealers doing business in
Area 3. Mr. Ackman testified that the reported product sales ratios of the cross-section dealers
are very much like the reported product sales ratios of all dealers in Area 3, observing that the -
comparison of product sales ratios fell within statistically acceptable limits using the Chi-square
goodness of fit test. Mr. Ackman further testified that the cross section dealers were reflective of
all dealer sales into Area 3 when comparing sizes of deliveries, types of deliveries, and
customers served. Ron Mong, appearing on behalf of Dealers as an expert in cost accounting
and milk cost accounting, agreed that the cross section was representative. Based on the factors
outlined by Mr. Ackman, the Board finds that the dealer cross section used by both Board Staff
and Dealers is representative of dealers doing business in Area 3. '

5. Gary Gojsovich testified on behalf of Board Staff as an expert in milk industry
cost accounting and regulation. Mr. Gojsovich and Mr. Mong testified that the cross-section
dealers incurred a cost of $0.2662 per point for processing, packaging, and delivering milk in
2018. Based on this uncontradicted and concurring testimony, the Board finds that the cross
section dealers incurred a cost of $0.2662 per point for processing, packaging, and delivery, and
further finds that $0.2662 is the processing, packaging, and delivery cost that should be used in
this order.

6. Mr. Gojsovich and Mr. Mong testified to the following 2019 ingredient costs,

based on year 2018 pounds: Standard Milk-- $0.0000/1b; Reduced Fat Milk - $0.0001/1b; Low
Fat Milk - $0.0001/1b; Non-Fat Milk - $0.0006/1b; Flavored Milk - $0.0442/1b; Flavored
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Reduced Fat Milk - $0.0337/1b; Flavored Non-Fat Milk - $0.0265/1b; Buttermilk - $0.0061/1b;
Egg Nog - $0.1631/lb. The Board finds that these ingredient costs should be used in this order.

7.  Mr. Gojsovich and Mr. Mong presented concurring evidence regarding the cost
update for labor, insurance, and utility costs of $0.0030 per point between the first halves of
2018 and 2019. We find that $0.0030 should be used in this order.

: 8. Mr. Gojsovich and Mr. Mong recommended that the area-specific adjustments to
minimum wholesale and retail prices to account for monthly changes in diesel fuel costs continue
in Area 3. The Board finds that the adjustment should continue, based on the methodology
presented by Mr. Gojsovich in Staff Surrebuttal Exhibit 8 and attached to this order as .
Attachment 1.

9. Mr. Gojsovich and Mr. Mong recommended that the area-specific adjustments to
minimum wholesale and retail prices to account for monthly changes in heating fuel costs
¢ontinue in Area 3. The Board finds that the adjustment should continue, based on the
methodology presented by Mr. Gojsovich in Staff Surrebuttal Exhibit 9 and attached to this order
as Attachment 2. :

10.  Mr. Gojsovich and Mr. Mong presented concurring evidence regarding the cost of
shnnkage and sales of bulk products of $(0.0010) per pound. Based on the uncontradicted and
concurring testimony, the Board finds that the cost of shrinkage and sales of bulk products to be
used in this order should be $(0.0010) per pound.

11.  Based on the container costs evidence presented by Mr. Gojsovich and Mr. Mong,
the Board finds that the following base container costs should be adopted for this order: Gallon -
$0.2089; Half Gallon - $0.1456; Quart - $0.1180; Pint (combined) - $0.0803; Half Pint (paper) -
$0.0260; Half Pint (plastic) - $0.0693; 12 Ounce - $0.0630; 10 Ounce - $0.0587; 4 Ounce -
$0.0232; Bulk Per Quart - $0.0353. Both Mr. Gojsovich and Mr. Mong testified that container
costs should continue to be updated monthly; the Board agrees and finds that container costs
should continue to be updated monthly, based on the base weighted costs and weighted units
testified to by Mr. Gojsovich and as listed above. The Board also finds that the weighted
shrinkage factor should continue to be applied to container costs.

The Board further finds that minimum resale prices for products sold in half pint
containers should be calculated using the paper container cost for products sold in paper
containers and by. applying a plastic add-on to the paper container cost for products sold in rigid
plastic containers. Based on the testimony of Mr. Gojsovich and Mr. Mong, we find the plastic
add-on is $0.0433 and that the add-on should be adjusted monthly based on the monthly
container cost surveys.

12.  Both Mr. Gojsovich and Mr. Mong testified that the container efficiency
adjustment should be updated.
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Based on 2018 container sales and 2018 costs per point for the bottling, cold room, and
delivery cost centers, Mr. Gojsovich and Mr. Mong arrived the following container efficiency
adjustments:

Gallon $(0.0741)
Half Gallon $(0.0259)
Quart $0.0489
Pint $0.0256
Half Pint $0.0158
4 ounce $0.0209
Bulk (per quart) $0.0200

The Board finds that the contalner efficiency adjustments should be updated as presented
by Mr. Gojsovich and Mr. Mong.

13.  Mr. Mong recommended that the Board maintain the rate of return at 3.4%. He
testified that milk dealers in Area 3 and across Pennsylvania are facing a serious battle for
profitability as fluid milk demand continues to decline year-over-year.

Mr. Mong testified that three of the eight cross section dealers had operating losses in
2018 and that four of the cross section dealers that had operating profits in 2018 were significant
processors of non-price-controlled drinks and teas. He testified that removing the four profitable.
cross section dealers that sell 51gn1ﬁcant amounts of drinks and teas resulted in a weighted
average rate of return for the remaining cross section members of -3.3%, despite the rate of
return being set at 3.4%. Mr. Mong testified that among the causes for the negative rate of return
was the fact that cost replacement lags the period when the operating costs were incurred.

Based on Mr. Mong’s persuasive and credible testimony, the Board finds that the rate of
return should remain at 3.4%.

14.  No party presented evidence regarding Class II products. Mr. Mong
recommended that the Board continue using the existing methodology to price Class II products.
Since there was no proposal by any party to change Class II pricing, the Board finds that the
current Class II pricing methodology shall continue until a Class IT hearing is called and the-
results memorialized in an Official General Order.

15.  An in-store handling costs hearing is pending. Therefore, no evidence was
presented at this hearing regarding retail prices. Since no evidence was presented, the Board
finds that the current retail rate of return of 2.7% should remain in place and further finds that the
monthly CPI adjustment to current in-store handling costs remain in effect.
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IL CONCLUSIONS OF LAW

1. The November 6, 2019, cost replacement hearing for Milk Marketing Area No. 3
was held pursuant to authority granted to the Board in section 801 of the Milk Marketing Law
(Law), 31 P.S. § 700j-801.

2. The hearing was held following é.dequate notice, and all interested persons were
given a reasonable opportunity to be heard.

3. The cross-section used to establish dealer costs met the requirement of
representativeness of section 801 of the Law.

4,  In establishing the attached order, the Board has considered the entire record and
has concluded that the adoption of this order is supported by a preponderance of the evidence
and is reasonable and appropriate under section 801 of the Law, subject to any revisions or
amendments the Board may make in the manner set forth in the Law.

PENNSYLVANIA MILK MARKETING BOARD

,4//:// / M

obert N. Barley, Ch%

}Xmes A. Van Blarcom, Member

(et (L5

{
Carol A. Hardbarger, PhD, Consumer ber

Date: December 4, 2019

IF YOU REQUIRE THIS INFORMATION IN AN ALTERNATE FORMAT, PLEASE CALL
(717) 787-4194 OR 1-800-654-5984 (PA RELAY SERVICE FOR TDD USERS).
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Staff SURREBUTTAL Attachment 5

PENNSYLVANIA MILK MARKETING BOARD

MILK MARKETING AREA 3
RETAIL PRICE BUILDUP
OCTOBER 2019 PRICES
A B c D E F G
EX. 11 (A+B+C+D) (E-F)
Proposed Deepest In-Store Store’ . Proposed Current

Container Wholesale Discount Handling Profit Retail Retail - Increase
Size Price 13.00% $ 0.1386 2.7% Price Price (Decrease)
_ |GALLON $ 236325|3 (04722)|$ 05544 % 01031 |$% 3828 3.85 | § (0.03)
W [1/2 GALLON $ 1.8694|$ (0.2430)|$ 0.2772|$ 00528 | $ 196 | $ 1958 0.01

8 QUART § 1.0554 | $ (0.1372)| $ 0.1386 | § 0.0293 | $ 109 | $ 109 | $ -
Ez PINT $ 05475|8% (0.0712)|$ 00693 |$ 0.0151 % 056 | % 056§ 2
E§12 OUNCE $ 03916|$ (0.0509)|% 0.0520|% 0.0109|% 040 $ 041 |% (0.01)
E 10 OUNCE $ 03327 % (0.0433)[% 00433 |5 00092 % 034 % 0348 2
<Z‘ 112 PINT $ 0.2647|$ (0.0344)|$ 0.0347|$ 0.0074 | § 027 |% 027 1% -
5 |4 OUNCE $ 01549 (% (0.0201)[$ 00173 |$ 00042 |8 016 | $ 015 $ 0.01
BulkperQuart |$ 009282|% (0.1207)/$ 0.1386|% 0.0263 | § 097 % 008 |% (0.01)
GALLON $ 33567 |$% (0.4364)|$ 05544 | 0.0964 | 3571% 3608 (0.03)

= |12 GALLON $ 1.7315|8% (0.2251)[$ 02772|$ 00495 % 183 (% 183 |$ -
E QUART $ 09865|% (0.1282)|$% 0.1386|$ 0.0277 | §. 1.02 | § 1.03| % (0.01)
L o |PINT $ 05131|$ (0.0667)|$ 00693 |$% 001438 053|% 053|% =
EE’ 12 OUNCE $ 0.3657|$ (0.0475)($ 00520|$% 00103|$ 038|$ 038|$ B

2 10 OUNCE $ 03112|3% (00405 % 0.0433|$ 00087 |§% 032|$% 0328

2 1/2 PINT $ 02475|% (0.03225|$ 0.0347 |5 00069 |53 0.26 | §° 0.26 | § Sl
x |4 OUNCE $ 01463|8 (0.0190)|$ 0.0173|$ 0.0040 |$ 0158 014 | $ 0.01
BulkperQuart |3 08582|8% (0.1117)|$ 01386 (% 00246 | § 091 % 092 |5 (0.01)
GALLON $ 31371 |$ (04078)|$ 05544|% 0.0911|$ 337 | % 3.41|% (0.04)

1/2 GALLON $ 16218|$% (0.2108)|$ 0.2772|$ 0.0468 | $ 174 % 173 8 0.01

< |QUART $ 09316|$ (01211)|]$ 01386 |$% 0.0263 |$ 098 |$ 098|$ -
E!EINT $ 04856 |$% (0.0631)|$ 0.0693|$% 0.0136 % 051 |$ 051|% B
l7:_§12 OUNCE $ 03452(% (00449)|$ 0.0520|% 0.0098 | § 036 | $ 036 |$ -
ig 10 OUNCE $ 02940|$ (0.0382)($ 0.0433|$ 0.0083 % 0318 03118 B
19 [zPiNT $ 02337|$ (0.0304)|$ 0.0347|$ 0.0066|$ 024 | $ 0258 (0.01)
|4 OUNCE $ 01395|% (0.0181)|$ ©0.0173|$ 00038 |§ 014 % 014 $ -
BulkperQuart |3 08044 |$ (0.1046)|$ 0.1386|$ 00233 |$ 086 % 0.87 | § {0.01)
GALLON $ 20466 |5 (0.3831)|$ 055443 00865 % 3208 3.24 | § (0.04)

_. |12 GALLON $ 15265|$% (0.1984)|§ 02772 |$ 0.0445|$ 165| 8§ 165| % -
5 QUART $ 08840($ (0.1149)|$ 0.1386|% 00252 |$% 093|% 0948 (0.01)
@ . |PINT $ 04618|% (0.0600)) $ 0.0693|§ 00131 |8 048 | $ 049 | % (0.01)
:E' 12 OUNCE $ 03273|$ (0.0425)|$ 00520 ($ 0.0093 |8 ‘0358 035 % .
‘; 10 OUNCE $ 02792(3% (0.0363)/$ 0.0433|% 0.0079|$% 029|8§ 030|$% {0.01)
g 1/2 PINT $ 02218|$ (0.0288)|$ 0.0347 |$ 0.0063 | § 023|8 023§ -
4 OUNCE $ 01335|$ (0.0174)|$ 0.0173|$ 0.0037 | § 014§ 013 |8 0.01
BulkperQuart |$ 07567 |$ (0.0984)|$ 0.1386|$ 0.0221 |§ 0828 083|% (0.01)
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Staff SURREBUTTAL Attachment 5

PENNSYLVANIA MILK MARKETING BOARD

MILK MARKETING AREA 3
RETAIL PRICE BUILDUP
OCTOBER 2019 PRICES
A B [ D E F G
EX. 11 {A+B+C+4D) {E-F)
Proposed Deepest |- In-Store Store - Proposed Current
Container Wholesale | Discount Handling Profit Retall Retail Increase
Size Price 13.00% $ 0.1386 2.7% Price Price (Decrease)
GALLON $ 38674|% (05028)|% 05544|% 0.1087 | % - 4038 4.04 | $ (0.01)
¥ 1/2 GALLON $ 19869 |$% (0.2583)|% 0.2772|$ 00557 |$% 206 | $ 205| % 0.01
-E‘ QUART $ 11142|% (01448)|$ 0.1386|% 0.0307 | % 114 | $ 114 | $ -
o |PINT $ 05769|$ (0.0750)|$ 0.0693|% 0.0159|% 059 | $ 059 |% -
W [12 OUNCE $ 04136|$% (0.0538)|$ 00520 |$ 00114 |$ 042§ 0.42|$ -
g 10 OUNCE $ 03512|$ (0.0457)|% 0.0433|$ 0.0097 | % 036 |$ 0.36 | § E
5 1/2 PINT $ 02794|$ (0.0363)|$ -0.0347 |5 0.0077 | § 029 | $ 028|$ 0.01
% 4 OUNCE $ 01622|$ (0.0211)|$ 0.0173|3% 00044 | 017 | $ 0.16 | $ 0.01
Bulk per Quart $ 09870|$% (0.1283)|$ 0.1386|$ 0.0277 | $ 103 | $ 1.03 | § -
GALLON $ 33565(% (04363)|$ 05544 |5 00964 |% 357 |$ 36118 {0.04)
5 1/2 GALLON $ 17314 |$ (0.2251)|$ 0.2772|§ 0.0495|§% 183| % 183 | % -
o Z|QUART $ 09865(3% (0.1282)|% 0.1386|3% 00277 |8 1.02| 8§ 103 | § (0.01)
gE PINT $ 05131|$ (00667)|$ 00893|$ 00143|% 053|$ 053| % -
g al12 OUNCE $ 03657 |$ (0.0475)|$ 0.0520|$ 00103 |9 038 | % 0388
g H{10 oUNCE $ 03112|$ (0.0405|$% 00433[$ 00087 |3 032 (% 032($ -
* BlizeinT $ 02475|% (0.0322)|$ 00347 |$ 0.0069 [ $ 0.26 | $ 0.26 | § -
&j 4 OUNCE $ 01463 (3% (0.0190)|$ 0.0173|% 00040/ $ 0151 % 0.15| 8§ -
" |Bulk per Quart $ 085925 (01117)|$ 0.1386|% 0.0246 | $ 091 % 092|$ (0.01)
GALLON $ 30766|% (04000)|$ 05544 |8 0.0897 | § 332 | % 337 % (0.05)
1/2 GALLON $ 15914 |% (0.2069)|$ 02772[% 0.0461 |8 1718 1718 -
o 5|QUART $ 091658 (01191)|$ 0.1386|$ 0.0260|$ 096 | $ 097|% " (0.01)
ﬁ Z[PINT $ 04781|$% (00622)|$ 00693|$ 0.0135|% 050 |$ 0.50 | $ -
g 'E 12 OUNCE $ 03395|$ (0.0441)|$ 00520(% 0.0098 |$ 036 | $ 036 | $ -
5 % 10 OUNCE $ 02804|% (0.0376)/$ 00433|% 0.0082|% 0.30| % 031]% {0.01)
i g 1/2 PINT $ 02300|% (0.0299)|$ 0.0347|$ 0.0065| 8% 024 |% 024 | $ -
4 OUNCE $ 01375|% (0.0179)|$% 0.0173|% 00038 |$ 0.14 1§ 014 | $ -
Bulk per Quart $ 07802|$ (0.1026)|$ . 01386 |$ 0.0229 | § 0.85| % 0868 (0.01)
GALLON $ 34316|3 (0.4461)|$ 05544 |35 00982 % 364 % 367 | % (0.03)
112 GALLON $ 17690|$% (0.2300)|$ 02772|% 00504 % 187 | $ 187 | $ -
5 QUART $ 10052|% (0.1307)|$ 0.1386|$% 0.0281 8% 1.04 | § 105§ (0.01)
Z |PINT $ 05225|%$ (0.0679)/$ 00693 |$ 001458 054 | $ 054 |8 -
E 12 OUNCE $ 03728|% (0.0485)|% 00520|$ 0.0104|% 039 | $ 039 (% -
E 10 OUNCE $ 03171|$ (0.0412)|$ 0.0433|$ 00088 |$ 033 | $ 033 (% -
@ [1/2 PINT $ 02521|% (0.0328)|$ 0.0347|% 0.0070|% 026 | % 0.26 | $ -
4 OUNCE $ 014486|8$ (0.0193)|$ 00173|$% 0.0041|$ 015 | § 015| % -
rBqu per Quart $ 0878083 (0.1141)|$ 0.1386|$% 00250|$ 093 (% 094§ 0.01)
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PENNSYLVANIA MILK MARKETING BOARD

MILK MARKETING AREA 3
RETAIL PRICE BUILDUP
OCTOBER 2719 PRICES
A B [ D E F G,
EX. 11 {A+B+C+D) (E-F)
Proposed Deepest In-Store Store Proposed Current
Container ‘Whotesale Discount Handling Profit Retail Retalt Increase
Size Price 13.00% $ 0.1386 2.7% Price Price (Decrease)
GALLON $ 56157 % (0.7300)|$ 05544|$% 0.1510|$ 563 | % 538 |8 0.25
1/2 GALLON $ 28610|% (0.3719)|$ 02772|$ 0.0768 | $ 287 |% 273 | $ 0.14
o QUART $ 15513($% (02017)($ 0.1386($ 00413 |8 156 | $ 1.50 | $ 0.06
O [PINT $ 07955|% (01034)|$ 00693|$ 00211 |$ 0818 077 | $ 0.04
g 12 OUNCE $ 05775|% (0.0751)|$ 00520|% 00154 |8 059 | % 056 |$ 0.03
B 10 OUNCE $ 04877|$% (0.0634))$ 00433|$ 0.0130 |8 050 | $ 048 | $ 0,02
1/2 PINT $ 03887|% (0.0505)|% 00347 (% 00103|§ 0.40 | § 038 |% 0.02
4 QUNCE $ 02169|% (0.0282)$ 00173|§ 00057 |$ 023|% ‘0218 0.02
[Eilk perQuart |3 1.4240|$ (0.1851)|$ 01386 (3 0.0382|$ 143§ 1.38 | § 0.05
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