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Commonwealth of Pennsylvania
Milk Marketing Board

CHAIRMAN 2301 North Cameron Street
Harrisburg, Pennsylvania 17110-9408
717-787-4194

July 2010

Honorable Edward G. Rendell
Governor

Commonwealth of Pennsylvania
Room 225, Main Capitol
Harrisburg, PA 17120

Dear Governor Rendell:

I am pleased to present you with the Pennsylvania Milk Marketing Board’s Fiscal Year Reports for
2008-2009 and 2009-2010.

Agribusiness remains the number one industry in Pennsylvania, and dairy is the largest segment of that
industry. In 2008 and 2009, Pennsylvania’s milk cows produced approximately 10.7 billion pounds of
milk, representing 5.8% of the nation’s milk supply and ranking Pennsylvania the fifth largest milk
producing state in the nation. Gross income to Pennsylvania dairy farmers from the marketing of milk was
approximately $2.2 billion in 2008. Our dairy producers, processors, and distributors have a huge impact
on the Commonwealth’s economy. The Pennsylvania dairy industry provides over 40,000 direct and
indirect jobs. As such, the Milk Marketing Board has a tremendous responsibility regulating all aspects of
the Pennsylvania milk industry—from the farm to the consumer.

My fellow Board members and 1 do not take this responsibility lightly. We are confident that
Pennsylvania will remain among the nation’s leading dairy states, due to our hard-working dairy farmers
and the unparalleled number and diversity of our processors and manufacturers. Through the mandates set
forth in the Milk Marketing Law, the Milk Marketing Board will continue its vital and stabilizing role,
ensuring all segments of the industry receive an equitable price for milk, thus guaranteeing a continual
supply of pure and wholesome milk to the citizens of Pennsylvania.

Respectfully submitted,

Richard Kriebel
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practices were prevalent in many
markets.

Since the original legislation,
several amendments and improvements
have been made. These changes allow
Pennsylvania to  manage  more
effectively the marketing of milk and
promote the interests of Pennsylvania
consumers. One change occurred in
1966 when the Milk Control Law was
amended to establish the Bureau of
Consumer  Affairs.  This  Bureau
distributes information to the public and
responds to consumer inquiries. In 1968

is guaranteed through the bonding of milk dealers and the
Milk Producers’ Security Fund. The Fund was established by
the Milk Producers’ Security Act of July 6, 1984. This Act
ensures prompt payment to Pennsylvania producers by
requiring the establishment of a Security Fund and by
requiring milk dealers who purchase Pennsylvania-produced
milk to post security, in the form of bonds, with the MMB.
Currently, there is more than $4.5 million in the Security
Fund and more than $150 million in collateral or corporate
surety bonds.

The Milk Marketing Law allows farmers and milk
dealers a reasonable profit while ensuring Pennsylvania
consumers adequate supplies of milk at reasonable prices.
The MMB accomplishes this by establishing minimum prices
to be paid Pennsylvania farmers for milk, and by establishing
minimum wholesale prices and minimum retail prices.
Prices are based upon evidence presented by interested
parties during public hearings. All factors affecting the
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| Fiscal Years |
2008-2009 and 2009-2010

In Review
The Milk. Marketing = Law is Lron el e s
administered by a 3-member
Board. Each member is
appointed by the Governor with the
advice and consent of a majority of the 2008-2009

State Senate.

The Governor appoints one
member as chairman, and another
member to represent consumer interests.
On April 7, 2008, Governor Rendell named
Richard Kriebel Chairman of the Board.
The Board members appoint a secretary
who is responsible for the administration
and daily operation of the Agency. On
April 12, 2004, the Board members
appointed Keith Bierly as Secretary of the
Milk Marketing Board.

“— Testers 89 3.8%
<~ Subdealers 149 6.4%
— Dealers 183 7.8%

— Haulers 215 9.2%

— Weigher/Samplers 1,698 72.8%

Funding for the Milk Marketing
Board is derived from license fees and

fines. No tax' monies from the

Commonwealth’s General Fund are
appropriated to the Milk Marketing Board.

2009-2010
During the 2008-2009 and 2009-
2010 Fiscal Years, the Board issued 4,639 Testers 84 36% —
licenses., -~ Weigher/samplers comprised Subdealers 155 6.7%
the largest group of licenses with 3,371 Dealers 182 7.9% —
(73%) certificates being issued.  The Haulers 211 9.2% —

remaining (27%) were distributed among
milk dealers, subdealers, testers, and

haulers. (See illustrations right).
Weigher/Samplers 1,673 72.6% —

(cont’d)
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Fiscal Years
2008-2009 and 2009-2010

In Review (cont’d)

ealer and hauler license fees accounted for 97% of the 2008-2009 and 2009-2010 receipts
received by the Board. The remaining receipts were generated from tester and
weigher/sampler certificates, fines, refunds, and interest payments. (See illustrations below)

2008-09 Receipts

DEALERS $1,886,072
73.4%

OTHER $77,915
3.0%

HAULE;(}S6§;606,660 '2009-10 Receipts

DEALERS $1,875,470
74.1%

OTHER $75,235
3.0%

HAULERS §578,891
22.9%

2008-09 Disbursements

PERSONNEL $2,152,085
85.4%

OPERATING $367,561
14.6%

2009-10 Disbursements

PERSONNEL $2,063,000
82.9%

OPERATING $425,000
17.1%
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Field Staff
Activities

he field staff of the Milk Marketing Board administer a comprehensive economic regulatory

framework that provides stability and protection for everyone in the dairy industry. Ultimately,

this ensures that the consumers of Pennsylvania enjoy plentiful supplies of dairy products in a
variety of types and sizes at the best price possible.

To ensure that Pennsylvania dairy farmers are being paid promptly and properly, the Board’s field staff
is kept quite busy. One of the most important aspects of the Board’s enforcement activities centers on dairy
farmers or producers. Dairies and milk manufacturing facilities that purchase milk from producers pay for the
milk based on components (fat, protein, and non-fat milk solids) in the milk. Milk truck drivers or
weigher/samplers as we know them in Pennsylvania take samples from bulk tanks at the farm at the time of
milk pickup. Board Milk Examiners monitor weigher/sampler pickup procedures at the farm and test samples
in the Board’s offices in Harrisburg. Examiners make sure the weigher/samplers follow proper procedures to
ensure that the milk is not contaminated and to assure that dairies pay dairy farmers correctly.

The Board uses electronic testing
equipment to determine the component
levels of milk. If a Pennsylvania dairy
farmer is concerned about his fat,
protein, or solids test results, the Board
uses Milk-O-Scan testing equipment to
verify the sample tests. The Board

N : . - calibrates the equipment using official

samples received from the United States

Department of Agriculture (USDA)

v ik laboratories.  Periodically, the Board
test requires independent laboratories
throughout the state to test these USDA
samples to ensure that the industry
testing results match the official results.

The Auditors of the Milk Marketing Board are responsible for financial audits, wholesale audits,
monthly utilization reviews, and several other activities. (See illustrations next page). The Enforcement
Division compiles the results of the financial audits for presentation to the Board at public hearings to adjust
wholesale and retail prices. The Board holds hearings to adjust the minimum resale prices on an annual basis
for each of the six milk marketing areas in the state.

The Board'’s field staff is also responsible for conducting milk price surveys within the Commonwealth
and in the bordering states of New York, New Jersey and Maryland. Board staff conducted 1,702 price surveys
over the past two fiscal years. These surveys show that Pennsylvania’s regulated retail out-of-store milk prices
are comparable to those in other states with no retail price regulations. This is even more remarkable since
surrounding states have no state-mandated producer premiums except for New Jersey whose premium is far
lower than Pennsylvania’s.

(cont’d)
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Field Staff Activities

(cont’d)

/ Other* - 125 2.8% Bulk Tank Calibrations - 111 2.6%

Examinations - 159 3.5%
—— Bulk Tank Calibrations - 210 4.6%

—— Milk Sample Tests - 381 8.4%

—— Other* - 115 2.7%
— Examinations - 152 3.6%
—— Milk Sample Tests - 306 7.2%

—— Driver Certifications - 410 9.1% —— Driver Certifications - 428 10.1%

—— Store Surveys - 987 21.8% —— Store Surveys - 773 18.2%

— Utilization Reviews - 1084 25.5%
— Utilization Reviews - 1078 23.8%

—— Farm Tank Inspections - 1287 30.2%
—— Farm Tank Inspections- 1173 25.9%

2008-2009 2009-2010

* Other includes dealer & producer interviews, wholesale audits, financial audits, investigations, weighing & sampling reports,
calibration chart inspections; bulk tank, bulk tank driver, and bill of lading checks.

The Board operates a Bulk Milk Tank Calibration program in cooperation with the Pennsylvania
Department of Agriculture. The program provides a service to Pennsylvania dairy farmers who want to know
if the measuring device for their bulk tank is providing an accurate measurement of their milk. Incorrect
calibrations result in incorrect payments to dairy farmers. A member of the Board’s staff operates the bulk
milk test-unit and responds to requests from dairy farmers for calibration throughout the state. The Board
gives priority to newly-installed tanks and responds quickly to all other requests. Four hundred seventy-nine
calibrations were completed from July 1, 2008 through June 30, 2010.

Audit Supervisor Gary Gojsovich, Accountant Ann Asbury, and Auditor Paul Fedak conducting audit activities
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Pennsylvania
Dairy Farmers

farmers produced approximately 10.575 billion pounds of milk. In 2009 Pennsylvania dairy

farmers produced approximately 10.551 billion pounds of milk. The slight decrease in
production, approximately 2/10 of one percent, was less than the also slight drop in milk production nationwide
between 2008 and 2009, which was approximately 3/10 of one percent. Production remained relatively steady
despite record low milk prices throughout 2009.

P ennsylvania continues to rank fifth in the nation in milk production. In 2008 Pennsylvania dairy

After experiencing the highest
average Class | price in history during the
2007-08 fiscal year, dairy farmers in
Pennsylvania and across the nation were
hit with record low milk prices in 2009.
The greatest factor that contributed to
the drastic drop in milk prices was the
large decrease in dairy product exports
to foreign countries due to the global
recession. Drought in Australia and New
Zealand during 2007 and 2008 had also
contributed to increased demand for
dairy product exports from the United
States. The return of more normal
weather to Australia and New Zealand,
combined with the global recession,
greatly diminished the demand for
American dairy exports. The recession at
home also lowered the demand for dairy
products. The supply/demand imbalance
led to the large drop in milk prices.

The Board responded to the
dairy price crisis by increasing the level of
the Board-mandated over-order
premium. In June 2010, the over-order
S S premium was at a record high of $3.18
per hundredweight. During fiscal years
2008-09 and 2009-10, the Board-
mandated over-order premium
generated over $100 million for
Pennsylvania dairy farmers.

(cont’d)
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Pennsylvania Dairy Farmers

(cont’d)

he Board’s regulation of minimum producer, wholesale, and retail prices results in Pennsylvania
dairy farmers receiving a high percentage of the retail price. (See illustrations below).

2008-2009 PERCENTAGE OF RETAIL PRICE RECEIVED BY FARMERS IN CLASS I MILK
Farmer Farmer Farmer
% 43%
38% 20%
2
0
Colorado
0
8
Other (311}3)2 Other
- 62% 57%
2 Farmer Farmer .
30% ’ armer
0 45% 22%
0
9
Nevada Oregon
Pennsylvania
Other
Other 78%
70%
Other
55%

Source: International Association of Milk Control Agencies Retail Price Survey, April 2009.

2009-2010 PERCENTAGE OF RETAIL PRICE RECEIVED BY FARMERS IN CLASSTMILK
2 Farmer Farmer Fjrgr(r;er
0 35% °
0
9
2

Other

0 68% 65% Other
1 51%
0 Farmer Farmer Farmer

Other
61%

51%

Pennsylvania

Other
49%

Source: International Association of Milk Control Agencies Retail Price Survey,

29%

71%

April 2010.
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Pennsylvania Dairy Farmers

(cont’d)

B

ecause the retail out-of-store price is based upon the price paid to the dairy farmer (including
the state-mandated premium), there is a direct correlation between the producer price and the
out-of-store price. When the producer price drops, the out-of-store price will be lower. When

the farm price goes up, the retail out-of-store price increases. (See illustrations below).
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Pennsylvania Dairy Farmers
(cont’d)

uring the 2008-2009 Fiscal Year, Reduced Fat Milk (2%) was the most popular variety sold in

Pennsylvania accounting for 32% of milk sold. Whole milk accounted for one quarter of the

volume. In 2009-2010, overall packaged milk consumption declined by 1.0%. Reduced Fat
Milk maintained its dominance as the most consumed type. (See illustrations below).

Consumption of Milk Breakdown

BUTTERMILK
1%

FLAVORED MILK
2%

LOWFAT FLAVORED MILK
7%

EGG NOG
<.5%

BUTTERMILK
1%

ONE PERCENT MILK
14%

WHOLE MILK
25%

FLAVORED MILK
2%

LOWFAT FLAVORED MILK
7%

WHOLE MILK

24%

ONE PERCENT MILK
14%

Page 20




Staff Attorney
Report of Citations

Total Number of Citations Issued:

July 1, 2008 through June 30, 2009: 53
July 1, 2009 through June 30, 2010: 30

Breakdown by Type:

2008-2009 2009-2010 Total

Late filing of milk hauler’s monthly report 15 5 20
Late filing of milk dealer’s monthly report 11 9 20
Sales below minimum wholesale 4 0 4
Sales below minimum retail 1 0 1
Bond claim against subdealer for failure to pay dealer 2 1 3
Bond claim against dealer for failure to pay producers 1 0 1
Late payment to producers 2 1 3
Underpayment to producers 1 0 1
Failure to make up underpayment to producers within 30 days 10 0 10
Insufficient bond 1 0 1
Improper sampling procedures 1 0 1
Inaccurate samples 1 0 1
Failure to furnish information required by the Board 2 0 2
Late payment of quarterly license fee 1 0 1
Dealer late filing of annual financial statement _ 0 14 14
Totals: 3 30 83
Disposition:
Settled by consent order 41 11 52
Hearings before the Board resulting in Board order 3 0
Hearing before the board resulting in dismissal 1 0 1
Administratively dismissed 8 12 20
Pending as of June 30, 2010 _ 0 7 7
Totals: 53 30 83
(cont’d)
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Staff Attorney

Report of Citations (cont’d)
. ______________________________________________________________________|

Results of Hearings before the Board:

Four of the citations issued during the 2008-2009 fiscal year resulted in hearings before the Board:

1. Adealer was cited for failure to make full payment for milk purchased from a
milk producers’ cooperative; the Board issued an order giving the dealer three
weeks to make full payment for all amounts in arrears or risk license
revocation.

2. Adealer was cited for failure to file a bond in the amount required by the
Board. Following the hearing, the dealer discontinued purchasing milk from
Pennsylvania producers, thus negating the requirement to post a bond. Since
the issue was moot, the Board did not issue an order but dismissed the case.

3. Adealer was cited for failure to account and make payment for milk purchased
from a cooperative during the 2007-2008 and 2008-2009 license years. The
Board concluded that there was sufficient evidence presented to revoke the
dealer’s license and to make a claim against the dealer’s corporate surety
bond, but that it would not be in the best interest of the cooperative or the
Pennsylvania dairy industry to do so. The Board did order that the dealer’s
license be suspended for five days, and accepted an offer in compromise at the
rate of $150.00 per day of suspension as a penalty in lieu of suspension.

4. The same dealer was cited five months later for continuing failure to make full
payment for milk purchased from the cooperative. The Board ordered that a
claim be made against the dealer’s corporate surety bonds for the license years
involved.

Bond Claims:

wo subdealers were cited during the 2008-2009 fiscal year and another subdealer was cited during the

2009-2010 fiscal year for failure to make payment for milk purchased from dealers. All three of these
citations were settled without hearings by means of consent orders in which the defendants admitted the
violations and allowed the Board to claim on their subdealers’ corporate surety bonds.

One milk dealer was cited for failure to make payment for milk purchased from a cooperative during the
2007-2008 and 2008-2009 license years. Following a hearing the Board ordered that a claim be made against
the dealer’s corporate surety bonds for those license years.
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Chief Counsel
Price-Related Hearings

This continues a trend of industry participants requesting more frequent hearings to address

D uring the 2008-2009 and 2009-2010 fiscal years, the Board conducted 28 price-related hearings.

rapidly changing circumstances in Pennsylvania’s mil
marketing orders, which can take years to issue, the Board is able to

k markets. In contrast to federal milk
respond to petitions, hold hearings, and

issue orders in as little as two months. The Pennsylvania dairy industry regularly commends the Board for the
speed and efficiency with which it addresses changes in Pennsylvania’s milk markets. In addition to the
numerous hearings which the Board held to address unanticipated changes in Pennsylvania’s milk markets, the
Board also held general price hearings and regularly scheduled annual cost replacement hearings for each of the

six Milk Marketing Areas and regularly scheduled hearings to consi
premium paid to Pennsylvania dairy producers.

der the level of the Class | over-order

The Board also defended an
Official General Order in an appeal to
Pennsylvania Commonwealth Court.
After several days of hearings, the Board
issued an order denying a request to
expand the scope of Pennsylvania’s
over-order premium  to include
Pennsylvania produced and processed
milk sold in New Jersey. That order was
appealed to Commonwealth Court,
which had not issued an order as of the
close of fiscal year 2009.

Board and Staff at Sunshine Meetings and Hearings
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PENNSYLVANIA MILK MARKETING BOARD

OVER-ORDER PREMIUM EFFECT
SEPTEMEER 1988 THROUGH JUNE 2010

AVE. MONTHLY|
0GOo HEARING CALL PERIOD MONTHS RATE POUNDS AMOUNT

FOR SPECIFIC INFORMATION ON ORDERS PRIOR TO 2006, PLEASE CONTACT THE BOARD $362,545,269

FOR SPECIFIC INFORMATION ON A-927 PRIOR TO 2006, PLEASE CONTACT THE BOARD 57,203,043

A-927 Increased Fuel Costs 01/01/06  Through 01/31/06 1 $0.38 161,189,850 $612,521
A-927 Increased Fuel Costs 02/01/06  Through 02/28/06 1 50.35 147,615,487 5516,654
A-927 Increased Fuel Costs 03/01/06  Through 03/31/06 1 50.38 166,283,705 5631,878
A-927 Increased Fuel Costs 04/01/06  Through 04/30/06 1 50.35 143,947,016 5503,815
A-927 Increased Fuel Costs 05/01/06  Through 05/31/06 1 $0.38 156,597,737 $595,071
A-927 Increased Fuel Costs 06/01/06  Through 06/30/06 1 50.44 142,779,936 5628,232
A-927 Increased Fuel Costs 07/01/06  Through 09/30/06 3 50.47 149,063,838 52,101,800
A-927 Increased Fuel Costs 10/01/06  Through 10/31/06 1 50.50 162,407,843 5812,039
A-927 Increased Fuel Costs 11/01/06  Through 11/30/06 1 50.44 159,449,760 701,579
A-927 Increased Fuel Costs 12/01/06  Through 01/31/07 2 $0.38 162,169,129 51,232,485
A-927 Increased Fuel Costs 02/01/07  Through 02/28/07 1 50.41 148,036,866 606,951
A-927 Increased Fuel Costs 03/01/07  Through 04/30/07 2 $0.35 154,382,401 51,080,677
A-927 Increased Fuel Costs 05/01/07  Through 05/31/07 1 50.41 152,810,161 $626,522
A-927 Increased Fuel Costs 06/01/07  Through 08/31/07 3 50.44 142,898,626 51,886,262
A-927 Increased Fuel Costs 09/01/07  Through 10/31/07 2 50.47 155,808,173 51,464,597
A-927 Increased Fuel Costs 11/01/07  Through 11/30/07 1 50.50 161,530,918 $807,655
A-927 Increased Fuel Costs 12/01/07  Through 12/31/07 1 50.53 159,114,895 5843,309
A-927 Increased Fuel Costs 01/01/08  Through 02/29/08 2 $0.65 155,971,394 52,027,628
A-927 Increased Fuel Costs 03/01/08  Through 03/31/08 1 50.62 155,505,816 5964,136
A-927 Increased Fuel Costs 04/01/08  Through 04/30/08 1 50,65 149,787,255 5973,617
A-927 Increased Fuel Costs 05/01/08  Through 05/31/08 1 $0.80 157,243,648 51,257,949
A-927 Increased Fuel Costs 06/01/08  Through 06/30/08 1 50.86 132,523,981 51,139,706
A-927 Increased Fuel Costs 07/01/08  Through 07/31/08 1 $0.98 144,159,173 51,412,760
A-927 Increased Fuel Costs 08/01/08  Through 09/30/08 2 51.04 151,335,998 53,147,789
A-927 Increased Fuel Costs 10/01/08  Through 10/31/08 1 50.95 162,492,826 51,543,682
A-927 Increased Fuel Costs 11/01/08  Through 11/30/08 1 50.83 150,795,723 51,251,605
A-927 Increased Fuel Costs 12/01/08  Through 12/31/08 1 50.71 165,629,171 51,175,967
A-927 Increased Fuel Costs 01/01/09  Through 01/31/09 1 50.53 156,890,809 5831,521
A-927 Increased Fuel Costs 02/01/09  Through 02/28/09 1 $0.38 143,424,012 §545,011
A-927 Increased Fuel Costs 03/01/09  Through 03/31/09 1 50.35 158,247,149 5553,865
A-927 Increased Fuel Costs 04/01/09  Through 04/30/09 1 50.32 149,175,040 5477,360
A-927 Increased Fuel Costs 05/01/09  Through 07/31/09 3 50.29 141,311,567 51,229,411
A-927 Increased Fuel Costs 08/01/09  Through 09/30/09 2 50.38 146,558,192 51,113,842
A-927 Increased Fuel Costs 10/01/09  Through 12/31/09 3 $0.41 158,679,065 $1,951,752
A-927 Increased Fuel Costs 01/01/10  Through 01/31/10 1 50.47 147,532,513 693,403
A-927 Increased Fuel Costs 02/01/10  Through 02/28/10 1 50.44 144,867,346 637,419
A-927 Increased Fuel Costs 03/01/10  Through 04/30/10 2 50.47 152,774,348 51,436,079
A-927 Increased Fuel Costs 05/01/10  Through 05/31/10 1 $0.50 132,134,689 5660,673
A-927 Increased Fuel Costs 06/01/10  Through 06/30/10 1 50.53 132,413,597 701,792
A-935 Market Conditions 01/01/06  Through  06/30/06 6 $1.55 153,068,955 414,235,413
A-938 Market Conditions 07/01/06 Through 12/31/06 6 51.60 154,783,370 514,859,203
A-941 Market Conditions 01/01/07 Through 06/30/07 6 $1.85 152,069,338 516,879,696
A-944 Market Conditions 07/01/07  Through 11/30/07 5 $1.60 152,745,220 512,219,618
A-947 Market Conditions 12/01/07 Through 03/31/08 4 $1.35 156,640,875 58,458,607
A-850 Market Conditions 04/01/08  Through 12/31/08 9 $2.15 151,700,419 §29,354,031
A-959 Market Conditions 01/01/09 Through 06/30/09 6 $2.15 148,271,012 519,126,961
A-9564 Market Conditions 07/01/09 Through 10/31/09 4 52.15 148,971,622 512,811,560
A-966 Market Conditions 11/01/09  Through 12/31/09 2 52,65 157,656,364 58,355,787
A-967 Market Conditions 01/01/10 Through  06/30/10 6 $2.65 143,749,557 422,856,180

S 570,284,381
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Employee of the Year
2008 and 2009

Larry Butler
2008

| Fred Puchany

2009

Theresa Imes
2009
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The first, Follow the
the ice cream cone. Produced by C-Net,
video focuses on the path of milk and na
the Milk is geared towards all ages, ch11dre

Pennsylvania Milk Marketing Board and includ
sponsored by the Centre County Commissioners tc

This video can be viewed on the Pennsylvania
on the Pennsylvania Department of Agriculture’s www.

The second video, also produced by C-Net, Careers i
30-minute presentation regarding potential occupations in ag
students who may be considering a career in agriculture, but who
available in the field. This venture was sponsored by the Harris
are situated in close proximity to the main campus of the Pennsylv
interviews took place. From the barn, to the laboratory, to the classro
video provides a unique perspective on career opportunities in agriculture

Copies of these videos are available by contacting the Pennsylvania
4194.
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