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Official General Posted: June 5, 2019
Order No. A-993 (CRO 3) Effective: July 1, 2019

COST REPLACEMENT ORDER FOR THE
SOUTHEASTERN MILK MARKETING AREA, AREA 1

NOW, this 5" day of June 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 July 1, 2019.

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 for these cost
centers embodied in Official General Order (OGO) A-993 (CRO 2) and will be incorporated into
the wholesale and retail prices of price-controlled packaged products sold in Milk Marketing
Area 1, as defined in Section B of OGO A-993.

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

(©) The rate of return to retailers is 2.5%.



SECTION C
EFFECTIVENESS OF OFFICIAL GENERAL ORDER A-993

All parts of Official General Order A-993 not inconsistent with Section B of this order
continue in effect.
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FINDINGS OF FACT AND CONCLUSIONS OF LAW
COST REPLACEMENT HEARING FOR MILK MARKETING AREA NO. 1
MAY 1, 2019

L. FINDINGS OF FACT

1. On May 1, 2019, the Pennsylvania Milk Marketing Board (“Board”) held a cost
replacement hearing for Milk Marketing Area No. 1.

2. Notice of the hearing was published at 49 Pennsylvania Bulletin 1091 on March
9,2019. It was also mailed to those who have requested mailed notice of Board hearings via
Board Bulletin No. 1555, dated February 26, 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 1 Milk Dealers
(“Dealers™), the only parties to present dealer cost information, consisted of Clover Farms Dairy
Company; Dean Dairy Holdings LLC dba Swiss Premium Dairy; Tuscan/Lehigh Dairies, Inc. —
Lansdale; Wawa Beverage Company, and Milk Industry Management Corporation t/a Balford
Farms.

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 1. Mr. Ackman testified that the judgmental sample was selected from available dealers
with the largest sales in Area 1 and accounted for 78.8% of the reported milk sales in the area.
Mr. Ackman also testified that the comparison of the product sales ratios between cross section
dealer sales and all sales into Area 1 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 1 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 1.

5. Gary Gojsovich testified on behalf of Board Staff as an expert in milk industry
cost accounting and regulation. Both Mr. Gojsovich and Mr. Mong testified that the cross-
section dealers incurred a cost of $0.3470 per point for processing, packaging, and delivering
milk in 2017. Based on this uncontradicted testimony, the Board finds that the cross section
dealers incurred a cost of $0.3470 per point for processing, packaging, and delivery, and further
finds that $0.3470 is the processing, packaging, and delivery cost that should be used in this
order.

6. Mr. Gojsovich and Mr. Mong testified to the following 2018 ingredient costs,

based on year 2017 pounds: Standard Milk - $0.0000/1b; Reduced Fat Milk - $0.0001/1b; Low
Fat Milk - $0.0002/1b; Non-Fat Milk - $0.0002/1b; Flavored Milk - $0.0428/1b; Flavored
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Reduced Fat Milk - $0.0350/1b; Flavored Non-Fat Milk - $0.0307; Buttermilk - $0.0067/1b; Egg
Nog - $0.1091/1b. 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 $0.0065 per point between the first halves of
2017 and 2018. The Board finds that $0.0065 per point should be used in this order.

8. Mr. Gojsovich and Mr. Mong 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 Exhibit 8 and attached to this order as Attachment 1.

9. Mr. Gojsovich and Mr. Mong 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 Exhibit 9 and attached to this order as Attachment 2.

10.  Mr. Gojsovich and Mr. Mong presented concurring evidence regarding the cost of
shrinkage and sales of bulk products of $0.0019 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 $0.0019 per pound.

11.  Based on the container costs evidence and testimony presented by Mr. Gojsovich
and Mr. Mong, the Board finds that the following base container costs should be adopted for this
order: Gallon - $0.1532; Half Gallon - $0.1163; Quart - $0.1033; Pint - $0.0865; Half Pint
(paper) - $0.0247; Half Pint (plastic) - $0.0646; 12 Ounce - $0.0361; 10 Ounce - $0.0301; 4
Ounce - $0.0223; Bulk Per Quart (Dispenser) - $0.0503. 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. The Board also finds that the
container shrinkage factors should continue to be utilized to calculate container costs.

Mr. Gojsovich and Mr. Mong 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 $0.0399 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. Mr. Mong testified that the container efficiency adjustment had
not been updated for more than ten years and that during that time there have been significant
changes in four important areas:
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a. The mix of container sizes and the total volume of milk packaged at cross section
-dealers has changed. In 2007 23.6 million gallon containers were sold in Area 1,
representing about 59% of the volume of milk sold, while in 2017 only 15.8 million
gallon containers were sold, representing 55% of milk sold in Area 1. In 2007 about 44
million half pint units were sold, representing 7% of Area 1 milk sales. In 2017 Area 1
cross section dealers sold about 48.5 million half pints, accounting for 11% of Area 1
milk sales. Between 2007 and 2017 milk sold in Area 1 in dispenser containers and in
four ounce containers both decreased by 69%. Mr. Mong testified that these changes
should be reflected in an updated container efficiency adjustment to ensure revenue
neutrality.

b. The current container efficiency adjustments are based on an estimate to
determine the quantity of each container. The new container efficiency adjustments
presented by Mr. Mong and Mr. Gojsovich are based on actual container sales in Area 1.

c. The speeds of the machines filling containers has changed. Therefore, the amount
of time it takes at each plant to package products has changed. Mr. Mong testified that
the amount of time it takes to package each container size is the key factor in allocating
the bottling cost center costs,

d. The cost center costs of the processors have changed at the individual plants. In
total the bottling cost center costs per point are about the same in 2017 as they were in
2007. However, the individual dealers making up the cross section had significant
changes, with one plant’s bottling cost per point increasing 40% and one plant’s
decreasing 63%. In 2007 the Area 1 cross section dealers packaged about 161 million
points of price-controlled products at an average cost of $0.0364 per point. In 2017 the
cross section dealers packaged only 116 million points of price-controlled products at an
average cost of $0.0343 per point. Volume has shifted between plants, each with
different costs. As each plant’s bottling costs changed, and sizes filled changed, the
allocation between large containers and small containers changed as well.

Mr. Gojsovich and Mr. Mong presented the following concurring evidence of container
efficiency adjustments

Gallon $(0.0495)
Half Gallon $(0.0443)
Quart $0.0087
Pint $0.0557
Half Pint $0.0177
4 ounce $0.0242
Bulk (per quart) $0.1499
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Mr. Gojsovich and Mr. Mong also recommended that the container efficiency
adjustments be updated at annual cost replacement hearings. Mr. Gojsovich testified that
container sales units and underlying bottling, cold room, and delivery cost center costs should be
updated. Mr. Gojsovich testified that filling speeds, number of operators per machine, and
units/crate should not be updated.

The Board finds that the container efficiency adjustments should be updated as presented
by Mr. Gojsovich and Mr. Mong. The Board finds Mr. Mong’s testimony regarding the need for
the update to be persuasive and credible. The Board also finds that the container efficiency
update should be adjusted annually based on the factors outlined in Mr. Gojsovich’s persuasive
and credible testimony.

13.  Mr. Mong recommended that the Board maintain the rate of return at 3.4%. He
testified that milk dealers in Area 1 and across Pennsylvania are facing a serious battle for
profitability as fluid milk demand continues to decline year-over-year.

Mr. Mong testified that the 2017 weighted average rate of return for the Area 1 cross
section dealers was -1.5%, demonstrating that plants focused on serving the fluid milk market
and buying Pennsylvania raw milk are struggling for profitability. Mr. Mong testified that three
of the five cross section dealers had operating losses in 2017.

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

14.  Mr. Gojsovich testified that Area 1 wholesale prices would increase
approximately $0.24 per gallon under the new order. He attributed most of the increase to two
categories: 1. the cost update adjustment, and 2. processing costs.

Mr. Gojsovich testified that the cost update adjustment increased from $-0.0132 per point
for year 2016 to $0.0197 per point for year 2017 (or $0.0788 per gallon). Mr. Gojsovich
explained that for year 2016, when comparing six month periods cross section dealer costs
decreased and points increased, resulting in the negative adjustment. However, for year 2017
both costs and points increased when comparing six month periods, resulting in the positive
adjustment and almost $0.08 of the price increase.

Mr. Gojsovich also testified that processing costs increased $0.0351 per point between
2016 and 2017. Mr. Gojsovich explained that Staff and Dealers incorrectly calculated points for
year 2016, resulting in more points being utilized to calculate processing costs, which resulted in
the processing costs per point being lower than they should have been. Mr. Gojsovich testified
that the mistake was discovered while preparing for the instant cost replacement hearing and that
the correct, and lower, 2017 points were used to determine processing costs for this order. Mr.
Gojsovich testified that correcting the mistake resulted in approximately $0.10 per gallon of the
price increase.

Mr. Gojsovich also testified that the processing costs calculated this year were the actual
processing costs incurred by Dealers for year 2017. Nothing additional was added to make up
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for the lower minimum price received by Dealers during the period the incorrect processing costs
have been effective and used to calculate minimum prices. In essence, the $0.10 per gallon
increase should have occurred effective with the most recent cost replacement order and did not,
but is now being recognized with this new order.

15.  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 II hearing is called and the
results memorialized in an Official General Order.

16.  An in-store handling costs hearing is scheduled to be held later in 2019.
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 2.5% 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 May 1, 2019, cost replacement hearing for Milk Marketing Area No. 1 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 hearing was held following adequate 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
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PENNSYLVANIA MILK MARKETING BOARD
MILK MARKETING AREA 1

RETAIL PRICE BUILDUP
APRIL 2019 PRICES
A B [ D E
EX. 11 (A+B+C+D)
Proposed Deepest in-Store Store Proposed
Container Wholesale | Discount Handling Profit Retail
Size Price 15.00% $ 0.1570 2.5% Price
GALLON $ 39040 | (0.5856)|$ 06280|$ 01012|$% 4.05
@ 1/2 GALLON $ 19744 |% (0.2962)|$ 0.3140|$ 0.0511|$% 2.04
g QUART $ 1.0662 | $ (0.1599)| $ 0.1570 | $ 0.0273 | $ 1.09
ElelNT $ 06226|% (0.0934))$ 00785|% 0.0156|$% 0.63
g§'1z OUNCE $ 03928|% (0.0589)|$ 0.0589|% 0.0101|$ 0.40
g 10 OUNCE $ 03273 % (0.0491)|$ 0.0491|$ 0.0084 | $ 0.34
E 1/2 PINT $ 028213 (0.0423)|$ 0.0393|$ 0.0072|% 0.29
» |4 OUNCE $ 01670 % (0.0251)|$ 0.0196|$ 0.0041 |3 0.17
|BultkperQuart |$ 115598 (0.1734)[ § 0.1570 (% 0.0202 | $ 1,17
GALLON $ 36110|$% (0.5417)|$ 06280($ 00048 | % 3.79
T |1/2GALLON $ 18278 |8 (0.2742)|$ 0.3140|% 0.0479 |8 1.92
2 |QUART $§ 099298 (0.1489)$ 0.1570|$% 0.0257 | § 1.03
E ¥ PINT $§ 05861|% (00879)|$ 0.0785|% 0.0148| % 0.59
2 § 12 OUNCE $ 03654 |% (0.0548)|$ 00589 |$% 0.0095)|$% 0.38
Q 10 OUNCE $ 03044 |$ (0.0457)|$ 0.0491|$ 0.0079 | $ 0.32
E 1/2 PINT $ 02638|% (00396)$ 0.0393|% 0.0068|$% 0.27
@ |4 OUNCE $ 01579 (8% (0.0237)[$ 00196|$% 0.0039 | $ 0.16
BulkperQuart |$ 10826 |8 (0.1624)|$ 0.1570|% 0.0276 | $ 1.10
GALLON $ 33924 |% (05089)|$ 06280|% 0.0900|$ 3.60
1/2 GALLON $ 1.7185|% (0.2578)|$ 0.3140|8% 0.0455 |3 1.82
X |QUART $ 09382|$% (0.1407)($ 01570 |8 0.0245| 8§ 0.98
E! PINT $ 05588 |8 (0.0838)/$ 0.0785|8 0.0142 |8 0.57
I é 12 OUNCE $ 03449 |3 (0.0517)|$ 0.0589|8% 0.0090 |8 0.36
2 |10 OUNCE $ 02873|$ (0.0431)|$ 00481|5 00075|$ 0.30
S 1/2 PINT $ 02501 % (0.0375)| $ 0.0393|% 0.0065|$ 0.26
4 OUNCE $ 01511 |$ (0.0227)($ 00196|$ 0.0038|$ 0.16
BulkperQuart |$ 1.0280|$% (0.1542)|$ 0.1570($ 0.0264 | $ 1.06
GALLON $ 32017 |% (04803)|$ 06280|35 008598 3.44
_. |12 GALLON $ 16233 |8 (02435)$ 03140|3 00434 |8 1.74
IE [QuarT $ 08906 |$% (0.1336)[/$ 0.1570|$ 0.0234 |3 0.94
é!IPINT $ 05349 |% (0.0802)|$ 0.0785|% 00137 |$% 0.55
'& § 12 OUNCE $ 03270 |$ (0.0491)|$ 0.0589|§ 0.0086| 9% 0.35
'-z'- 10 OUNCE 5 02724|% (0.0409)|$ 0.0491|% 00072|% 0.29
g 1/2 PINT $ 023825 (00357)/$ 00393|8 0.0062]|% 0.25
4 OUNCE $ 01450 |$ (0.0218)| $ 0.0196 [$ 0.0037 | $ 0.16
|Bulk perQuart |$ 09804 |$ (0.1471)/$ 0.1570|$ 0.0254 | § 1.02
GALLON $ 41265|% (0.6190)|$ 06280|% 0.1060|$ 4.24
v V2 GALLON $ 2085 |$ (0.3128)|$ 0.3140($ 0.0535|§% 2.14
é QUART $ 11218 |$% (0.1683)|$ 0.1570|$ 0.0285 | § 1.14
a |PINT $ 06505|8% (0.0976)|$ 0.0785|% 0.0162| % 0.66
& |12 OUNCE $ 04137 |$ (0.0621)|$ 0.0589|$% 0.0105|% 0.42
g 10 OUNCE $ 03447 |5 (0.0517)|$ 00491|% 00088 |$ 0.35
5 1/2 PINT $ 02960 (% (0.0444)| 5 0.0393|$% 0.0075| % 0.30
. 4 OUNCE $ 01740 |5 (0.0261)|$ 0.0196|$% 00043 | % 0.18
|Bulk per Quart $ 12115|8% (0.1817)[§ 01570 |3 0.0304 | $ 1.22
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PENNSYLVANIA MILK MARKETING BOARD
MILK MARKETING AREA 1

RETAIL PRICE BUILDUP

APRIL 2019 PRICES

A B [ D E
EX. 11 (A+B+C+D)
Proposed Deepest In-Store Store Proposed

Container Wholesale | Discount Handling Profit Retail

Size Price 15.00% $ 0.1570 2.5% Price
GALLON $ 35939 (% (05391)|$ 06280|$ 0.0044|8 3.78
X|1/2 GALLON $ 18193|$ (0.2729)|$ 0.3140|§ 0.0477 |3 1.91
o €|QUART $ 09887 |% (0.1483)|$ 01570|$% 00256 |$ 1.02
|E'E PINT $ 05839 |5 (0.0876)|$3 00785|3 0.0147|% 0.59
g: 12 OUNCE $ 0.3637|5 (0.0546)|$ 0.0580|3% 00094 |$ 0.38
5810 OUNCE $ 03030|% (0.0455)|$ 0.0491|% 00079 % 0.31
F“'Buz PINT $ 02628|% (0.0394)|$ 0.0393|$% 0.0067 |8 0.27
E4OUNCE $ 01574 |$% (0.0236)|$ 00196|% 0.0039 | § 0.16
BulkperQuart |$ 10784 8% (0.1618)[$ 01570 ($ 0.0275($ 1.10
GALLON $ 33720(% (0.5058)|% 06280|% 0.0896 | 3.58
1/2 GALLON $ 17084 |$% (0.2563)|$ 0.3140|% 0.0453 |8 1.81
af QUART $ 09332|$% (0.1400)|$ 01570($ 0.0244 | § 0.97
gE PINT $ 05562 |% (0.0834)/$ 00785|% 0.0141|$ 0.57
g'&' 12 OUNCE $ 03420|$ (0.0514)|$ 0.0589|$% 0.0080 | $ 0.36
j'i 10 OUNCE % 0.2858|% (0.0429)|$ 00491|% 0.0075|$% 0.30
"g 1/2 PINT § 02489 (% (0.0373)|3 00393|% 0.0064 |8 0.26
4 OUNCE $ 01504 |$ (0.0226)|$ 0.0196|$ 0.0038 |$ 0.16
Bulk perQuart |5 1.0229|$ (0.1634)|$ 0.1570|$ 0.0263 | § 1.05
IGALLON $ 36744|% (05512)|$ 06280 |% 0.0962 |85 3.85
[1/2 GALLON $ 1.8505|% (0.2789)|$ 0.3140|% 00486 |% 1.94
x |QuART $ 10087 |% (0.1513)|$ 01570(% 0.0260 | $ 1.04
g |PINT $ 05940 |$ (0.0891)|{$ 00785|% 0.0150|% 0.60
E 12 OUNCE $ 03713|% (0.0557)|%3 0.0589|% 0.0088 % 0.38
E 10 OUNCE $ 0.3094|% (0.0464)|$ 0.0491|$% 0.0080 3% 0.32
m §4/2 PINT $ 02677|% (0.0402)|$ 0.0393|% 0.0088 |8 0.27
4 OUNCE 5 01599 |$ (0.0240)|$ 00196 |$ 0.0040 | § 0.16
|BulkperQuart |3 1.0985|% (0.1648)[$ 0.1570|$ 0.0280 | $ 1.12
|GALLON $ 54797 |% (0.8220)|$ 06280|5 0.1355|% 5.49
|1/2 GALLON $ 27622|8% (0.4143)|$ 03140|% 0.0883 |8 2.77
lQuAaRrT $ 14601 |$ (0.2190)|{$3 0.1570|$ 0.0358 (% 1.47
8 |PINT $ 08196|3% (0.1220)|$ 00785|$% 00199 % 0.83
g 12 OUNCE $ 05405|% (0.0811)|$ 00589 (% 0.0133|$ 0.55
}3 10 OUNCE $ 04505|% (0.0676)|$ 00491 |% 001118 0.46
1/2 PINT 5 03806|% (0.0571)|$ 00393|$ 0.0093|% 0.39
4 OUNCE 5 02163 |% (0.0324)|$ 00196|$ 0.0052|$% 0.23
[BulkperQuart |$ 15498 |$ (0.2325)|$ 01570 ($ 0.0378 $ 1.56
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