Commonwealth of Pennsylvania
Milk Marketing Board
2301 North Cameron Street

_ > 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: June 7, 2023
Order No. A-954 (CRO 13) Effective: July 1,2023

COST REPLACEMENT ORDER FOR THE
WESTERN MILK MARKETING AREA, AREA 5

NOW, this 7 day of June 2023, 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 July 1, 2023.

SECTION A
INCORPORATION

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

SECTION B
SCOPE

(a) The costs adopted by the Board in this order shall replace the costs in the
appropriate cost centers embodied in Official General Order A-954 (CRO 12) and will be
incorporated into the wholesale and retail prices of Class I and II price-controlled packaged
products sold in Milk Marketing Area No. 5, as defined in Section B of Official General Order
A-954.

(b)  The rate of return to dealers is 3.5%.

() The rate of return to retailers is 2.7%.



SECTION C
EFFECTIVENESS OF OFFICIAL GENERAL ORDER A-954

All parts of Official General Order A-954 not inconsistent with Section B (relating to
scope) continue in effect.
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FINDINGS OF FACT AND CONCLUSIONS OF LAW
COST REPLACEMENT HEARING FOR MILK MARKETING AREA NO. 5

L FINDINGS OF FACT

1. On April 19, 2023, the Pennsylvania Milk Marketing Board (“Board”) convened a
cost replacement hearing for Milk Marketing Area No. 5.

2. Notice of the hearing was published at 53 Pennsylvania Bulletin 1038 dated
February 18, 2023. It was also mailed to those who have requested mailed notice of Board
hearings via Board Bulletin No. 1625, dated February 7, 2023. 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 5 Milk Dealers
(Dealers), the only parties to present dealer cost information, consisted of DFA Dairy Brands
Fluid, LLC — Sharpsville; Galliker Dairy Company; Schneider's Dairy, Inc.; Turner Dairy Farms,
Inc.; United Dairy, Inc.; and United Dairy — Fikes.

4. Carol Hardbarger, PhD, testified on behalf of Board Staff as an expert in research
and consulting. Dr. Hardbarger testified that the dealer cross section was representative of the
dealers doing business in Area 5. The cross section dealers accounted for 78.99 percent of sales
into Area 5. Dr. Hardbarger testified that considering the top five selling products in Area 5, the
cross section dealer sales were close to the same as that of all dealers selling into Area 5.
Alexandra Deimler testified on behalf of Dealers as an expert in cost accounting and milk cost
accounting. Ms. Deimler testified that the cross section dealers processed, packaged, and
delivered most of the price-controlled milk products in Area 5. She also testified that the cross
section represented dealers that deliver to supermarkets, convenience stores, schools, institutions,
and small retail outlets. Based on the testimony of Dr. Hardbarger and Ms. Deimler, the Board
finds that the dealer cross section used by both Board Staff and Dealers is representative of
dealers doing business in Area 5.

5. Gary Gojsovich testified on behalf of Board Staff as an expert in milk industry
cost accounting and regulation. Both Mr. Gojsovich and Ms. Deimler testified that the cross-
section dealers incurred a cost of $0.3611 per point for processing, packaging, and delivering
milk in 2021. Based on this uncontradicted testimony, the Board finds that the cross section
dealers incurred a cost of $0.3611 per point for processing, packaging, and delivery, and further
finds that $0.3611 is the processing, packaging, and delivery cost that should be used in this
order.

6. Mr. Gojsovich and Ms. Deimler testified to the following 2022 ingredient costs
based on year 2021 pounds: Standard Milk - $0.0000/1b; Reduced Fat Milk - $0.0002/Ib; Low
Fat Milk - $0.0003/1b; Non-Fat Milk - $0.0007/1b; Flavored Milk - $0.0430/Ib; Flavored
Reduced Fat Milk - $0.0384/1b; Flavored Non-Fat Milk - $0.0297/Ib; Buttermilk - $0.0353/1Ib;
Egg Nog - $0.1620/1b. The Board finds that these ingredient costs should be used in this order.
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7. Mr. Gojsovich and Ms. Deimler presented concurring evidence regarding the cost
update for labor, insurance, and utility costs of $0.0118 per point between the first halves of
2021 and 2022. The Board finds that $0.0118 per point should be used in this order.

8. Mr. Gojsovich and Ms. Deimler recommended that the diesel fuel cost adjustment
continue. 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 Ms. Deimler recommended that the heating fuel cost
adjustment continue. 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 Ms. Deimler presented concurring evidence regarding the cost
of shrinkage and sales of bulk products of $0.0007 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 $0.0007 per pound.

11.  Based on the concurring container costs evidence presented by Mr. Gojsovich and
Ms. Deimler, the Board finds that the following base container costs should be adopted for this
order: Gallon (combined) - $0.2382; Half Gallon - $0.1835; Quart - $0.1708; Pint - $0.1502;
Half Pint (paper) - $0.0318; Half Pint (plastic) - $0.0642; 12 Ounce - $0.1348; 10 Ounce -
$0.0544; 4 Ounce - $0.0304; Bulk Per Quart (Dispenser) - $0.0758. Both Mr. Gojsovich and
Ms. Deimler testified that container costs should continue to be updated monthly; the Board
agrees and finds that container costs should continue to be updated monthly. The Board also
finds that the container shrinkage factors should continue to be utilized to calculate container
costs.

Mr. Gojsvovish and Ms. Deimler testified that a blended (or combined) container
cost be used for products sold in containers that are available in both paper and plastic, except for
half pint containers. They both also recommended 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 for products sold in rigid plastic containers.
The Board finds that the blended container concept should continue to be used, except for half
pint containers. The Board finds that minimum resale prices for products sold in paper half pint
containers should be calculated using the paper container cost and that minimum resale prices for
products sold in rigid plastic containers should be calculated by applying a plastic add-on to the
paper container cost. The Board further finds that the base plastic add-on is $0.0324 and that the
add-on should be adjusted monthly based on the monthly container cost surveys.

12.  Both Mr. Gojsovich and Ms. Deimler testified that the container efficiency
adjustment should be updated.
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Based on 2021 container sales and 2021 costs per point for the bottling, cold room, and
delivery cost centers, Mr. Gojsovich and Ms. Deimler arrived at the following container
efficiency adjustments:

Gallon $(0.1023)
Half Gallon $(0.0687)
Quart $0.1538
Pint $0.1032
12 ounce $0.0730
Half Pint (Plastic and Paper)  $0.0200
4 ounce $0.0375
Bulk (per quart) $0.2525

The Board finds that the container efficiency adjustments should be updated as presented
by Mr. Gojsovich and Ms. Deimler.

13.  No party presented evidence regarding Class II products. Ms. Deimler
recommended that the Board continue using the existing methodology to price Class IT products.
Since there was no proposal by any party to change Class II pricing and Ms. Deimler
recommended continuing the existing methodology, the Board finds that the current Class 11
pricing methodology shall continue.

14, Ms. Deimler recommended that the dealer rate of return remain at 3.5%. She
testified that the rate of return serves as an important factor in the ability of Pennsylvania’s fluid
milk processors to maintain and invest in their operations. Ms. Deimler also testified that
maintaining the current rate of return is important for consistency and stability during an
uncertain and difficult time for the dairy industry.

Based on Ms. Deimler's credible and uncontradicted testimony the Board finds that the
dealer rate of return should remain at 3.5%.

15. 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.

16.  Mr. Gojsovich testified that the cost replacement process would result in the

minimum retail price of a gallon of 2% milk increasing $0.03. He testified that the majority of
that increase was attributable to the increase in processing costs from 2020 to 2021.
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II. CONCLUSIONS OF LAW

L. The April 19, 2023, cost replacement hearing for Milk Marketing Area No. 5 was
held pursuant to authority granted to the Board in section 801 of the Milk Marketing Law (Law),
31 P.S. § 7005-801.

2. The record of the Area 3 hearing held on April 19, 2023, was incorporated by
reference into the record of this hearing.

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

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

5. 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.
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