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i am plaased to have this opportunity ta Lestify Maine has g newv nilk
centrol law and & nevw Milk Commission, charged with th@ respon xbi;ity of
:1eoking at the problem frcm & fresh viewpaint. The Commisniom has an *mpﬁrnant
opportgnity - thaAopportunity to admlnister theenew law in & mapner that will
be in the public interest.

First, I strongly ur§e theiﬁommission ~ 1f establishing minimum resale
priaes is net mandatéry u#&a? the_ﬁgw‘law, but rather permiﬁsive - ¢o exercise
thar discretion by élimingging the,e;tablishmént of minimumufesalé prices.,

I recommend that the Commission\not agtablish minimun resale pricés for the
samé yeassns I set forth in_therétatement I présentad to the joint House-Senate
_VGcmmittee on Agricul turs on‘January 30, 1974, 1 understand that & ccfy of my
statemnﬂt has been accepted as an Exhibzt andras part of the recaxd of this
_haariag. . Sinca, in my judgement« Lhe Bost canstructive thing the Conmission
could do is to eliminate the eetablishment of minimum reuaie prigas, I want to
briefly Shmmarize and supplemeut the atatement tLat i made to xﬂe leglslnt¢va
comuittes. _

A brief historical sketch may helﬁn_ The difficult econcmic situation of
the depression years led Qapj_states to fallcw the lead of New York, which
adapted its emergency milk gpptrol law in 19233. Hany states adopted miik control
iavs uhich authorized milk gontrel boards or, slmllar agenc:es tc fix minimum
retail snd wbolesale prirea of milk, to regalate trade pxactices of milk dealers
and to fix prlces §u the prcducer level, Buring the depression years this was
_ the most feasible, cfuntil an effective progran at the federal level was avail~

able) way to protect producer prices and the classified pricing plan. With the
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economic Tscovery during the late 1930°s, with the growth of federal milk
marketing orders eand with the change from prevar surpluses to wartime shortages
during the 1940's, there was a great lessening of intevest in regulatory
measures Lo restfain competition. A large number of states that had undertaken
the regulation of ?esale g@ices.abandoned this poliéy. So today, in this part
of the countrf, theré are agnly a few states that impose minimum resale pkices
on nmiik, namely Haine, Vermont,. New ierséy'and Pennsylvania. The mere fact
ﬁha§ the everwhelming majority of‘the milk.sold o éunsﬁmars in the Northeast,
Middie Atlantic and the Midwest ig not subject.to\minimum reaaie price contrel,
aven in states whare'déirying is a very important'industry, such as New York and
aii Midwestérn states through and iﬁciﬁdiﬁg.Wiscoﬁsin, indicates that mosi state
1egislatures'believé:that this form of vestriction on competition is not in the
publié interest. Furtherméfe, in:those few states-that have retained resale

ﬁrice control programs, minimum resale pricing has almost always been asscclated
with unreasonably high margins and the retard1ng of the growth of lower chst,
.mare a;onomical means of bringing milk from the farmer to the consumer. The
fact that minimum resale price control programs have discoursged inmovation,
progress and the development of lower cost mathods of marketing fiuld milk has
‘been magt-significhnt in the last two decades, during which time #arkaté with

no mlnimum raaaie price control have been chavacterized by tremendous glcwth in
processing and distribution efficiancy. ¥ will deal with this problem as it
specifically affects Maine later in wuy statemeﬁﬁ; |

So; pleasé'rameﬁber what I‘m:really urging the Conmissicn to do is to

cotally eliminate the establishment of resalie prlaes. State established
-minimum resale pficea are not needed. Mbreover, the siate minimum resale

price centrol programs &8 they have been administered here in Maine, and
.elsewhere historically have been poorly managed in particular becausg they

have based the minimums on average costs which has resulted in exorbitant
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margins and excessive consumer prices. Thus, I strougly urge the Commission
to eliminate the establishmthqgf_mi%;mum resale prices -~ they are not needed
and they have done harm w;cﬁéZtﬁﬁny corresponding_heﬁgfit.

Now, 1f deséita the-foregoi;;,.the-Commissian_decides to continue to
establish minimum resale pfzzgg;‘the only way that it can be done consisteg;
with the pﬁgfiékfgiéré;é\i;gféﬂéstablish what I characterize as "truly minimum”
prices, which, as I read your new statute, yYou are reguived to 40. Indeed,
my experience and knowledge convince me that the only ccnceiv§blﬁfjustificaticn
for establiéhing minimum prices for milk sold to consumers ig to provide a
floor agaiﬁSEﬁfruly unreasorably low prices, thus leaving it to market forcasg
ta establish the adtlal prices most consumers pay for most, if not all, of their
wilk.  In otber wofﬁé, the Commission.éhbuld establish such minimum prices as
deemed n2Cessary to preveut :hgdeanéfd:séitalling of prices to unreasonably
low lievels, which if permitzedtgﬁ éxiét over pggzracted pericds of time, could
be harmful to competition and montré%fhto the public interest.

At this point, let me stress that it is difficult to distinguish beiween
gonpperition that is zeslly unfair and destructive in the sense that it is harm-
ful te the publie interest, and that which is bemeficial to that interest, even
though it may be distasteful or injurious to some firms that canuot compete
successfully, This Is triue especlally in 2 time like the past two decades and
the present when consumer’s preferences for the various:pzeducts,‘p3ckages and
methods of distribution are changing rapidly and when ﬁewntechnclcgies and
distribution methods are having a pronounced impact wpen warketing practices
and the size of business:required to achieve iow upit costs. The mere fact
that a competitor or competitors may be compelled either to become efficient
or go out of business is not harmful to competition. In other words, I

remind the Commission that there 1s a differepce between Injury to competition

" and injury to cempetitors, ¥ Ho competitor should expect -to have.the right to
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have his form.of distribution, his wethod of competition or his customers-
protected from kegn, but fair, p;ice competigion.v

If state minimum prices are established at truly mininum 1gvele, forms -
of competitibn that'are-beneficial to tha public interest Will-exist. 'ﬁnrem
over competition, mnot competitors, will be protected. - On the othar hand,
truly minimm prices will prevent unreasonably low prices, which many eeonomists
define as prices so low that if pexmitted to prevall over an extended period
‘of time and embrace a signifigant geographig31 area would make untenéble aven
the position of efficient, low-cost competitors. In other WQrﬁs,'an unréasoa—
ably low price is cme that is less thanlthe costs, including a just ana
reasonable return, essociated with the most efficlent, ilowest cost competitoxs
using the lowest cost, most efficient methods of distribution. As 1 read. .
: youf new statute, this is what'your'1egislaturefhasxdefined as tha level of
winimm prices ta be established, if indeed the Commission dgcides.to'coﬁtinue
to establish minimum resale prices, Later in my testimony 1 will qgautify
for you the level of prices that would gepresent true minimum resale prices
in Maine.

The state minimum‘res;lg price contxol program, 4s it has been adminiéiered
in Maine in the past, has'sg:iously interfeved with effective competition -
‘to the detriment of the publ%g'interes;a More specifically your predacessﬁr
‘ comnission adopted and continued a program of maintaining unreasonably high margins
for milk dealers, which has not only interfered with the development of
effective competition, but has essent;aliy naintained the status quo in terxms
¢f the manner in which m;lk ig processed and distributed at a tremendous cost
o Maipe's wilk consumers,

What do I mean by "effective competition“? I mean a situvation in which
innovation and change 1is the oxder -of the day, in which consumers . are offered

wmilk and dairy products in a large variety of forms. through a large variety of
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outlets at reasonable prices; im which profits are set by competitive forces;
in'which the system of assembly, processing and distribution is efficient; and
iﬁ.éﬁiéh new prod%éié,-new containexs, new methods of processiag énd digtribution
caﬂ?b; é;veloped,.iﬁtioduced and established if they are wors efficient and if
consumers éan%"ghém; |

The proper xole of government ig to foster gnd encourage effectlve
campetitiqp:rathe;”;han stifie cqmpetition. But the resuit of the rnﬁala
price cont;ql,niogram inluaine tp date hag been the supéressiOn of many foyms
-of competitiop. Ia Maine, the program has seriously interfered with effactive
competltion and heen detrimental to the public intarest. Why has this happened?
S 5 ha;pened because true minimum pr&ces have not been establlsned. Established
minimum prices have becouwe markat prices. Artificially high, economically
unsound, minimum marketing margins have been estabiiéﬁed.

I have come to this conclusion gfter applying four'griter;a cé’fhe
minimum resale prices in Maipne. These criteria are refiected in the follow-
ing ques;%qns: |

1. Have innovation, progress and the davelapment of more etficient,

lower cost methods of milk processing and distribution been eﬂuouraged?
2. Are the minimm resale prices established by the Commission in excess

of the ccsts, including a reasonabla return, that experience and

research have shown can be attained by reasonably efficien* processors

Sao g B

and distributors, when unencumbered by state established minimums?

3. Deg substantial qﬁantities of milk sell at prices higher than the
state established mlnimnms? Or do nearly all ﬁealers and stcrekeepers
-sell milk at the state astablished minLmum prices9 |

4. How do retail milk prices compare with prices in neighboring states?
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Permit me to apply each of these criteris to the current Maine situation,
. By so doing, we will see that, judged. by each criterion, the predecessor
comzission has not administered‘ihis program in the public intervest because

the minimu marketing margins established have been substantialiy too high.

Extent to Which More Efficient Methods of Processipg and Distxibuting Milk
Have Been Adopted in Maine

Ie&‘s iock at my first criterion for judging the appropriateness of the
level of resale prices, "Have innovation, p:ogress and the developnent of
more efficient, lower cost’ methods of m11k processing and disttibuticn been
‘.encouraged?" The answer ‘to this. question ia 'no." In fact, the rasale przres
established by the predecessor commission have tended to create a pattern of
uniformity and rigidity, to maintain the status quo and to dlscourage innovatiun
and prograss toward g;eater efflciency_which market forces otherwiae would
stimulate. Several thingsfdem§nstratg this, | |

During ;he past 20 to 25 yea;s,ﬁreﬁendoua changesjhave cécurrea in
assembling, processing and distributing ﬁilk. Thére have beeﬁlvast improve-
ments in the m&tﬁpdg for trahspo:;ing bulk gnd'packaged milk. One ofrthe
rrincipal impééts of this 1s that we no Longer have iéolated, local ﬁilk
markats. Iu,procesaing; rapid technulogical advénces,‘éﬁqh as HTéT pasteur—
ization, high_apeed fillers, materials handling Equipﬁent, grbwth in.importance
of larger size@lcpntainers, and othgt factofs, ha#g all operated to significantly
reduce unit processing costs and increase the econamies-of siéé;. For example,
at one time,'yeafs.ago, perhéps a plant processing 10,GOG quarts or 50 a day
was under no significant cost handicap as compared with, 1ét’s say, a 20,000
oxr 50,000 quarts a day plant. Today, studigs have shown, when yoﬁ proceed fron
the 10,000 quarts a day p;ant to the 30,000 or 50,000 quarté a déy plants,
therse are significant opportunitiés io réduce unit broéessing ﬁééts, éven

assuning the same degree of maunagerial efficiency.
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However, £rom ihe viewpoint of their quantitative im@aét on the costs ¢
of ﬁérketing iilk and from the viewpoint of their pertinence to this proceeding,
‘prebably the most siguificant changes have ocecurred in the distributiom of
the packaged product from the processing plant to the retail food store.
FPerhaps the most important change in the distribution of milk iz the fact
that the large food store has become the single most important distributicn
outiet for nilk. Here ia Maine, as well as.elsewhere; targe volumeg of milk
can be deliversd from plsnt to supermarket at a far lower unit cost than
would have been dréamedféoésible 20 ‘years ago, and at much lower umit cost
than other forms of ‘distribution such’as home delivery or-delivery o small
stores that handle very small voluﬁés:cf milk. In the other New England
markets where there are uno minimﬁm price controls, the supermarket, followed
by the dairy convenlence store, are far and away the most significant cutliets
for milk sold to conshﬁérs. One of the factors that affects the unit cost of
delivering =nilk to supé%mafkets and dairy stores is the guantity of milk
delivered per delivery., This in turr. is affected by the number of dealers
gerving the same outlet as well ss the frequemncy of deiivery by the individual
éeéiers. The other key factbr affecting unit costs of delivery is the functions
péf%brmed by the dealer's routeman or other representatives of the milk dealer,
frequently referred to as “in-store services." I now will discuss these
topics in the order mentioned.

Permit me te do‘so by-&escribing the delivery of wilk by dealers to
stores im markets where effective competition has existed, such as New Hampshire,
Masgsachusetts, Qonnecticutg Rhode Isiand and Upstate New Yerk ~ just to mention
ﬁeaxby states where the industty has been unfettered by resale price control.
Aé I describe the modern, efficient distribution system in these other markets,

I will contrast it with® the delivery system as it mow exists in Maine.
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Rumber of Dealers Serving a Sugermarket

In neighboring states with no state established minimum prices, argiVen
retatl food store is commonly serVed by one milk dealer, at the most two, It
is common for the dealer serving a supermarket o provide milk under the super-

merket's private label as weil as zha dealer s lahel Whereas, in Haine,

under existing price comtrol, it is common for ,hree dlfferent dairies tar
gerve a given stoxe - in fact, it s not uncommon for four deferent dealers
to serve a particular supermarket. I shuuld emphasize that fluid who le milk,
as has besen shown in reseaxch studies, is not a brandwéifferentiated product.
Therefore, there is 0o real public iﬂterest served in artificiallj maintalning
& system whereby thiee, four or five different dealers sexve the same retail
outlet. |

Fregquency of Milk Service to Stores

let it first be observed that under modern-methods of processing;.ttansv
porting and refrigerating, the keeping quality or “shalf—life“ of milk is much
longer today than in the past. So, there is certainly Do health or quality
reason for everyday delivery of mila to storeas. Because of the keeping
quality of wilk, and because of the efficiencies that can be realized, milx
dealers in other states most commonly deliver preduct uO a store ouly th&ee
times a week. I vealize that some stores are served foar or five times a.
week, but the most prevalent frequency of delive:y is three tim»s a week.
Contrast that with the delivery situation in Maine, where each dealer deliveza
product to & patticulat store five times a week.

Eut, this far from completes the story on the frequency of %ervice to
stores in Maine. It is conmon practice in Malne for a represencative of each
- milk dealer serving a large grocery store to call back to service the store
once, if not twice, during the day. In other words, the rOuteman delivers

the product in the morning, then once around neoa and then later in the
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afterpoon, ecither the routeman or:a salesman, dairy specialist, service man,
detall man — call him what you may'- comes to the store to check the dairy
case, move additional product out of the cooler in the backroom of the store,
price stamp the:product and refill the dairy case.

The number of céll~ba9ks and consequently the iotal number of times the
store 1g serviced varies somewhat from dealer to dealer, with the size of the
store (large supermarkets fend to recelve more call~backs) and with the day-
of the week (more service calls tead to occur on the food store's heavy sales
days). But, the situation I have just described is commonplace in Maine.

In short, wheresas vétail food stores in neighboringfstaf@s where there 1s no
state minimum resale price control receive a total of from three to eight
delivery~service calls per week from the milk dealer{s) serving them, commonly
the éupermarkets in Maine receive 2 total of 30, 15 or more déliVerywservica
calls per week from the milk dealers serving them. As I will demonstrate in
a few minutes, evaén when yéu take into sccount the' fact that some retall
food stores have to have additional cooler steorage and that some additional:
work is placed on the food store operator, thé less-frequent service provided
by milk distributors in other states is a proven method of increasing efficiency.
in fact, the excessive and expensive servicé provided by milk dealers
in Maine to food store operators accounts for a very significant part of
the excessive and artificially high marketing margins and consumer prices in
Maine. Moreover, im other markets cf the Northeast, where competition esta—
blishes the price that food stove operators pay dealers for dairy products,
the store operators typically prefer to kékp the huinbeY ‘of. deldveries to a
pinimum. Store operators prefer to keep the number of deliveries from all of
their product suppliers to a minimum because of the disruptions and the

security problems.
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Delivery Point of H;;k-énd‘}n45ﬁdfe Service

in neighboring markets wﬁére thefa 1s 100 minimum resale price control,
the milk routemen typically leave the miik and other dairy products at a
cooler in the back of the store. Although the routeman mey check and face
ﬁ? the dairy céée, ha ﬁoes'nnt do any price stamping of prdduct'or stocking
of the dairy-éase - except in rather rare iInstances. Contrast this with the
tfpical situation in Maine where it is common for the routeman and cther
representatives of the dairies to price stamp apd stock the dairy display
case with 75 percent or more of the product. Certainly someone has to move
the milk from the back room cooler to the dairy case, someone has to price
stam? the pradﬁct'and someone has to replenish the dairy case. But, as I
wiil demonstrate shortly, having store persomnel do this work - rather than
'thé'écutemen or dairy service petsohnel - iz a much less expensive and more
efficient way to get the work done. It is less costly to have store personnel
perform these functions for several reasons. First because store employees
are not as highly paid as the routeman. 'Moreovef, whén store personnel perform
tﬁese functions, 1t doesn't require a delivery vehicle (or a caf in the case
Jof other dealer vepresentatives)} to staﬁd idle while they ére ﬁeing performed.
In fact, in many instances, while thg routeman is doing all the in-store
service whrk,‘thé dairy clerk of the supérmarket commonly is not engaged in
perférﬁing ﬁther fuﬁctions;" This was shown in the Case & Company study in

New Jersey, which is Exhibit 10 of this proceeding.

What is the difference in the cost of delivering milE%&o stores with
the methods and practices just described as prevailing in“Maine and the cost
for the same volume of milk to the same store using the médéin practices and

methods in neighboring states? This is an importamt enough question that
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X would like to answer it at .this.time. To do.so I 'will call upon some
research on wholeséle wilk delivery that we at Cornell ave jus; comple;ing,

" This research study provides the information we need to rea};gﬁgéally -
detexmine the cost differences between the two methods describgd ~ fox Maine
conditions. First, a bilt of background about the study.

An important phase of our reseaﬁch-at Cornell invclved conducting time
studies of 30 wholesale routes in Upstate New York markets, several of which
were no more populous than markets in southern Maine. Thanks to the ;oo?eration
of management personnel and the routemen we wersz able to make\detailed‘time

studies of these routes. We:rode with each routeman and made stop watch

readings for 19’ separate work tasks performed by routemen at each stop. <

1/ Ve actuaily broke the job of a.voutgman at a particular customer stop inte
these 19 small pieces: ‘

i. DBrive

2. Park ‘

3. Prepare for delivery: which includes getting out of the truck,
getting the order (if necessary), opening truck body doors; -getting
hand truck out or positioning liftgate, any movement from side of
truck to back, and any paper work relating to the order other than
price extension.

4, Select merchandise, which occurs when driver prepares to unload

 cases ofiproduct. This includes sliding cases to door or lift-
gate and selecting individual units. ‘

5. Unload = .:erpe
6. Deliver
7. Return 5 .

8. Service display case

9. Rotate product:.in cooler

10. Handle empty cases

11. Move empty cases with hand truck

12, Extend delivery ticket

13,77 Have tilcket checked

14, Collect

13. Obtain other material handling device

16. Arrange load, which occurs when driver moves the cases (full or
empty) inside truck to balance load or to facilitate selection of
product at a later time.

17. Get® ifite truck

18. lLeave

19. Delays
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The actual time required to perfo;m sach task was recorded in hundredths
of a minute. 1In addition to the elapsed time, the distinguishiné character-
istics of each customer were noted. These characreristics included the type
of customer {e.g., supermarket, Ma .and Pa store, school, ete.), parking conditions
st the stop, services provided by the routeman (e.g., product brought inside or
left at.door or-curb);iﬁelivery'ﬁethéds at the scop (e.g., hand carry, haod
truck or dolly used to move product) and the volume of product delivered to
the customer.

‘The recorded times and descriptive information for each work task were
inspeéted, analvzed, ciassifieduand eventually used to gestablish an average.
ar nérmal time for each job performed.on & route — & normal time fpr the
typical routeman in the course of a normal day's work. These were designated

as Ystandard times." The standard times developed in thig study raepresent

the average time required for a typical, fully qug;;fied routeman, working at

a normal pace to perform the given tasks on his route. An allowance is made

is cur standard times for fatigue, unavoidable delays and personal time.

The standard times were then tested. One test consisted of selecting
a 13 percent raﬁdcm sample of acthal times and conditioné from the approxi-
wately 560 customer deliveries.oﬁsezved. The standard times wére then used to
estimate the time required to serve this large sample of custoﬁérs. The
sctual time spent by routemen serving each of these“custoﬁers was then compared
to the time estimated by the standard times. The results of the rest indicated

that the standard times provide reliable estimates of the time required to

pexforn the variOus tasks jnvolved in delivery.

These standard’ ktmes enable us to reliably estimate the time required to

serve 2 supermarket under our two setLs of delivery methods and practices:
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1. Thosé just described as being'répresentatiéé of the methods prevail~
ing ih'Haine undar“ﬁhé curréﬁé minimun rééaié price control program;
end 2. Those methods and practices that prevail in other states and that
vndoubtedly would prevail in this state if this Cﬂmmiséian werz to
eliminate resale price control or even 1f it were to follow the
legislative mandate and establish true minimum mérgiﬁs.

Onee ‘wé have estimated the delivery service tiﬁe, we can aépiy Maine
wage Tates to oﬁféin a'réélistic estimate of the cost savings in distribution
if wilk dealers and storéﬁéepéré in Maine were able to adopt these modern
metbo&é dndtﬁégcéiées. 'q

Let me describe the retail food st&ré%ané the delivéry methods and
practices on which I base my cost comparison, which enables me to determine
the émount'hy which thé cost of delivering milk from a blant to & typical
supermarkefjis”éﬁhanced due ﬁﬁlcutrent state minimuﬁmﬁrines;

1. Asdume a Superﬁéfiet 1oé;ted in the Portland markéﬁ area with total

sales of $47,500 per week or $2,470,000 per year. For purposes of

| this camparison-i chose this figure bacause it represents the average
sales of all 17?7f55d‘st0res operated by Hanmaford Brothérs Company,
Federal Fondé, Samﬁéoﬁ'é Markets, Cottle's Food Center and George C.
Sﬁaﬁ Coﬁpgny in 1974, 2/ 0f course there are many supermarkets in
Méine'that have even larger sales volume thé; the average that I
ar assuming in this cost comparison.

2., The ﬁotal dollar sales of miik and cream pxoducté by the supermarket

Tis éééumgd to'be'$l,587 per weak, or 3.34 percené'of the total dollar

gales volume, which corresponds with therﬁationélﬂaverage that milk

2/ Source: 1976 Progressive Grocex's Marketing Cuidebook.
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and_cream represents of total food store sales according to the

B

26th annual consumer expenditures study made by Supermarketing

Eazine {(page 32) This dollar volume represents approximately

126 cases of milk and cream products par week.

3. ?or_delivery practices currently prevailing in Maine, we assume

the following:

R

b.

Cs

d.

.

The store is served by three different mllk dealexs.

Product deliveries are made five times a week by routem31

i

i frcm each dalry company - for a total of 15 preduct deliveries

A

per week. Froduct is unloaded by hand and & hand truck is
used for moving the product. v

In addition to the five product deliVeries from each of the
three dealera. a total of 15 call—backs per week are made by
representatives of the three dealers to °ervice the store.
The routemen“and other representatives of the thrge dairies
price stamp and place in the dairy case 75 percent of the
dalry items. Store persounel are asspmed to stockkthe dairy
case with the other 25 percent of the iteﬁs.-

Deliveries are made in 18 foot straight chassis vehicles,

4. For estimating the costs of serving this same store undey practices

prevailing in other New Epgland markets, I have assumed the follow1ng.

Ra

b.

The store ia served by two different milk dealers. I note
that this is a conservative assumption in as much as in most
other New England narkets, many SQpermarkets are served by
oniy one milk dealer.

Product deliveries are made three times a week by the route-

hen from each dairy company - for a total of six product

deliveries per week., Routemen unload product by'hand and
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L tise- a hand truck to move product,
¢. The routeman, in the process of obtainigg the order for the day,
- checks the dairy case but leaves the miik dn a cooler in the
back of the store.
d, Store persounel move the product from the cooler te the dairy
case, price stamp the preduct and keep the dairy case repleanished.
e. Deliveries are.made in 22 foot straight chassis. vehicles -~ not
tractor trailersj

Let me present the results of applying our time standards and Maing wage
rates to..the two different delivery situations for our typlecal superwarket.
The details of -the cost anzlysis are presented in Exhibit No, 1.

Firat, please note that the assumptions above are ceonservative in the
seﬂséﬁthey tend to understate the service rendeved and to understate the unit
delivery cost to a typilcal supermarkei for the present Maime conditions and,‘
if anything, overstate the.sefvice and unilt costs asscclated with distribution
practices prevailing in other markets pf the Northeast.

I should emphasize that in this particular cost comparison, as reflected
in Exhibit No. 1, I am not attempiing to ascertain the lowest reasonably
achievable unit cost of delivering to a supermarket under conditions andr
pracffggs which can be expected to prevail in Maine if minimum resale prices .
were abolished or if "true minimums' wers established. That subject is dealr
with later in my testimony and will be reflected in Exhibit Wo. 3. Also
please pote that my analysis reflects the fact that.the type of plant-to-
stors delivery system that has become prevalent in other markets transfers
some work ‘and cost from the routeman and other dealer personnel te the store-

keeper and his employees, If Maine: dealers were.to adopt this prevailing modern
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delivery system, some store OPerators would have to have more cocler storage
for nilk and the store's persomnel would have to service the dairy case.
But, the costs of the added storage at the store (which wouldn't necessarily
be borne by the store operator) and the added labor costs in the store are
included in my analysis (see page 3) as partial offsets to the savings in
pfaﬁt-to-store delivery costs.

My study, as reflected in Exhibit No. L, demonstrates that a net saving
of approximately five and one-half cents a half-gallon could be realized
from shifting ﬁhe‘ﬁilk deliVery:methods=and'practices=used to serve our ;ypical
supermarket from those commonly used in Mailne today to the distribution methods
commonly used in neighboring, -competitive markets. . This ;epresents a reduction
of more than.SOIpechnt it vlant~to-store distribution costs, In other wordse,
plént-to-store delivery tosts for the average supermarket are about twice as
ﬁigh under current Maine conditions than they woul& be under competitive
bonditibns - even with my very conservative assumptions, including my assump-
tion of two dealers serving a supermarket.

Proven methods and practices that jncrease the efficiency of distributing
milk; and that are cormonly uséd in many markets in New Hampshire, Massachusetts,
Rhode Isiand, Connecticut and Upstate ¥ew York, have not been adopted in Maine,
and'this, as we havé seen, has resulted in greatly enhanced delivery costs.

Why haven't these proven*methodS'and practices been adopted in Maine? DBecause

the Comﬁissiou has set an artifieially high wholesale price, which does not

take into account, among other things, the lower unit costs associated with.

large volume deliveries and fewer functions performed by the dealer's routemen,

'tt should be noted that volume discounts and diécounts for fewer services at.

the wholesaie jevel are commonplace in most other markets becagse they reflect
basie, obvious and undisputed ways to improve efficiency and to raduce distribution

costs. In Maine, dealers camnot compete on price - they can onlY compete on service.
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Before 1 leave thils cost comparison, lst me‘stre‘ss;‘;};o things regarding
it. The analysis which I have just presented demonstrates cue reason why the
Commissish capnot use préseat actual costs. of serving even a supermarket in
following the legislative mandate to arrive at true minimum prices. This 1§
so because dealers in Maine are currently incurring, even on the average,
supermarket delivery, wnlt costs of five cents a hali-gallon more thin ;g_ﬂ_
would cost to serxve that same average supermarket under modern distribution
methods and practices. Second, the comparison I made, as presented in
Exhibit No. 1, does not reflect the extent to which minimum margins as established
by the predecessor commission have excéeded the costs that eaperience and
research have shownycan be achieved in processing, packaging and dis;yi@uting
milk, 1f dealers were mnot egcumbered by artificialiy high minimum resale
méréins and effective competition were permitted.

Another important pizce of evidence indicating that effective competition
has not been fostered by the level of minimum prices established in Maine is
that the sale of milk through dairy convenience stores, a proven low cost
method of getting milk to consumers, has been discouraged. It ig coutrary to
the public lnterest - to the interest of the dairy. industry, as wgll as
consumers ~ not to permit prices for different packages and different fq;ms
of d%ﬁiribution to seek levels cousistent with the Inherent cost merits of
the’ﬂfstem and with cousumer preferences.

Tz summarize, the answer to cur first criteriom for judging the level
of minimum prices is “no" it is not appropriate, it is artificially high.

In Maine} price control to date has inte$£e;ed with imprqggmﬁnts in efficigncy,
- gbstructed progress, frozen distribution methods and practices, and, suppressed

effective competition.,
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Level of Minimum Resale Prices Relative to Costs That Can Be Attained

The second yardstick for judging-whetherftheVprasenttleVel of minimum
resale prices in Maine is in the public'intere%t ;avclves answg;éng the
question: "Are the minimum resale prices established by the Commission high
relative to cost levels,'including a reasonable return, that experience and
research have shown aré and'éan be attained by reasonably efficient processors
and di#tributdrs elsewhere in New England and are reasonably achievable by
dealers in Maine as weil, if unencumbered by state established minimms?"
The answer to this quéstion is absclutely and unequivocably Yyeg," |

My extensive_expérience with the costs of marketing packaged milk in
comparable New England and Middle Atlantic markets clearly convinces me that
the predecessor commission has established total marketing margins (i.e.,.
the‘difference between Class I and the minimum out-of—store‘pfice) which
are grossly im excess of cost levels that experience and research have shown
can be, and are being, attained by reasonably efficient dealers distributing-
milk through supermarkets elsewhere in New England and are reasonably achlev-
gble in Maine as well.

T am informed that the current minimum out~of-store prices of $1.56 fof}

- @ gallon and $.78 for a half-gallon were established by the predecessor
comnission. If applied during September 1575, these minimum prices: provide
for a total marketing margin of $.68 for a gallon and $.34 for a halfi-gailon
{with raw product cost adjusted for butterfat and shrinkage)., These mérgins
are at least eleven cents a half-gallon and 28 cents 8 gallon higher than the
costs of processing, distributing and selling milk by reasonably.efficiént
milk dealers and supermarkets, including a reasonable return for both the milk

dealer and the storekeeper.
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I will address this matter in more detaill later, when I discuss the min-
Imum margins that I believe this Coumission must adopt in ?Edei to. reflect
the lowest cost-‘at which milk.ean be received, processed, pégkaged, and
distributed within the State .of Mainme .at a just and reasonable return to .

the milk dealer and retailler.

Does Nearlv A1l Milk Sell at she State Established Minimums?.

Let's turn to the third question the Commission should answer to judge
the appropriateness of currently established state minimum resale.prices:
YPo substaniial quantities of milk sell at prices higher than the state
estabiished minimums?" The answer to.this question is "mo." It is my under-
standing that virtually all supermarket milk (et least half-gallons and gallons)
sells at the state established minimum prices. In effect, the state established
minimums are the market prices. This need not be the case. As 1s demonstrated
by the New Jersey experience, where I knowrfrbm my own knowledge that for several
years most supermarkets and many dalry stores sell,mi;kiaq prices above the
state astablished -minimums, I am informed that this same condition alse exisis
now in some Pennsylvania markets. There is no reason why the same situvaticn
would not prevail here in Maine as well, if this Commission were to establish
Yerue minimum” prices.

How Do Ratail Prices in Maine Compare With Prices in Neighboring States?

let's turn to wy fourth criterion for judging whethsr the state minimum
vesale prices inm Maine are at a level that reflects thé_public interest.
Let's apmswer the gquestion: "How do retail milk prices compare with prices
in neighboring states?"

1 addressed this topic in detail in my statement before the Maine legis-
lative committee in January 1974. At that time I pointed out the fact that
the winimum prices for milk sold in stores in Maine at that time were substant-

1211y higher than the prevailing prices in 2il but two of 52 priacipal markets
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iwichour resale price “Ontroi; th:oughout Hew fngland ana Upscaau New fork
that wexe surveyed in January 1974. The amount by which chehuaéﬁ; prié&s
exceeded the p;icea in these other markets, of course, varied bacauéé consuﬁax
prices for mi;g wera not uniform in these qther warkets. Keep in mind that
the average differences that I cited thén did not take iﬁto account prices
of milk sold through dalry stores, which tende 4 tc b; 1owpx in these athe:
markets than those in rsgular food stores. The price for milk in the food
5toresksurveyed_in five mgrkets in New Hampshire ayeraged about ten cents
lowver fer half-gallons and 30 cents lower for gallon# than the Maiﬁe.prices.
The price for milk in the food stores surveyed in tweiﬁe @arkets in Massa~-
~chusetts abgraged about eight cents lower for half»gallons and 23 cents lower
for gallons than the Maine prices. The price for milk in the focd stores |
surveyed in three markets in Rhode Island averaged about ten cents 1owex for
half-gallons and 26 cents lower for gallonq than the Malne pricﬂsa The price
for milk in the food stoxes surveyed in nine markets iIn Ccnnecticut averagec
_about six cents lower for half—gallons and about 23 cents lover for gallons
than Maine prices. Finally, prevaillng prices fo: milk in the tncd stores iu
23 Upstate New.Yark markets averaged about eight cents lower for half-gailons
and sbout 20 cents lower for gallons than the Maine minimum prices. Keep in
mind that cost of raw milk to dealers in all 52 of ?hese markets was essent-
ially the same as in Mgine. Taking the average of a1l 52 of these othe:
markets surveyed in January 1974, the average price of milk in food stores was
eight cents a half~zallon lowerxr than the Maine Commission minimum price and
the average price for gallons was 23 cents lower than t! Maine prize,
Fortunately, we cap use the extensive shopping surveys made on December
10 and 11, 1975, by Cumberiand Farms under the supervision of Francis Algexr
to update the situation. Mi. Alger has presented ;heirgsults of'these surveys

ss evidence in this hearing
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When .1 analyze the findings of these survevs as regards homogenized

milk sold by supermarkets only, I redch the following conclusions:

L.

2.

Th@re is no such thing as a single prevailing price for either
half-gallens or gsllons in the New Hampshire and.Massachusetts
markets surveyed, Milk sells at several different prices in each
of these competitive markets.
The total minimem marketing margins ia September 1975, as established
by the predecessor commission for Haine,;are much, much widar than
the margins establiahed by competition in these neighboring markets.
I would like to offer as an Exhibit my summary analysis of the
Cumberland Farms price surveys (see Exhibit Ne. 2).  As you will
see in this Exhibit, T have quantifiesd the amount by which the total
minimum marketing margins as they existed in Maine in September
1975 exceeded the total mavketing margins in these New Hampshire
and ﬁassachusetts.markets,.as shown by these egtensive price surveys.
~a. In 27 New Hampshire sqpermarkets, ;he totzl marketiog
margin ranged from $.20 to $.33 a half~gallon, as compared
to the Maine state es;ablished mpinimum margin of approxi-
mately $.34 a half-gallon. On the average, the total marketing
margin in the 27 Hew Hampshire stores ﬁas $.243 a half-gallon
or $.10 a half-gallon less than the minimum marketing margin
in Maine. |
b. Ta the 47 Massachusetts supermarkets in which prices were
cbserved, the total marketing margin ranged from $.18 to $.35
& half-gallon. The margin on half-gallons of homogenized

miik in two of the 47 stores was wider than the Maine minimum



2w

margin, bﬁt only by one cent a halffgg}}ﬁﬁ; Only three
of the other 45 stores had total ma;gigﬁfwithin pine cents
a half-gallon of the Maipe margins. On the average, the
toral marketing margin in the 47 Massachusetts stores vas
$.229 2 half-gallon, or approximately $.414 a half-gallon
less. than the minimum marketing margins in Maine.

We can also turn to Exhibit Number 2 to obtalu a sunmary

picture ofitﬁe amount by which the minimum total marketing margins

as established,by“thg_pradecessor gommisgion excaed theftotal marketing

margins in these competitive New Hampshire and Massacyusetts markeis.

¢. - In the supermarkets located in Concord, Manchester, Nashua and

Portsmouth, New Hampshire, the total marketing margins im
gallons of homogenized milk ranged from $.30 to $.50, as
corpared to the state established minimpm marketing margin
in Maine of apptcximatelyrs.és a gallonf On the average,

- tha total marketing maxgin in;tge Eew Hampshitre supermarkets
was §.426 per gallon or §.26 2 galloa lower than the minimum
ﬁarketing margin in Maine.

d. In the 40 Massachusetts4supermark¢t§H$elling galions of
homogenized milk, the total marketing margin cranged from
$.33 to §$.57 a gallon. The marketing ma@gin in only nine
of these stores was higher than §.45 a gglloﬁ* Cn the
average, the total marketing margin was $.433 a gallon in
these Massachusattis stores ox app;oxima;ely 5.25 a gallon

- lower thén the minimue marketing margin in Maine.

in short, there is no question that the minimum prices in Maine have
been, and are; substantiallf higher than the prices in warkets in neighboring

states where effective competition has'prevailed.
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“Level of Minimum Prices Reguired to Ccmply With the Amended Statute
In Event  Commission Decides to Continue to Establish Minimum Resale Prices

I have been critical of the level of ainimum ptices that have been and
are currently establiahed by the Maine Milk Commission. As 1 have

#a

atrempted to explain, I think my cr‘ticlsm is 1usnifled because the state

i,

miﬁimums have been establishea at levels that do not serve the public intérest,

R EN . o W

Mow I d ilike ﬁo try to be mcfe éon&**mralve Please vemember I am teatf%?ing
now_based on the assumption that yau might deciée to continue to establish’
resale prices. As I hav; indicated,-l sﬂrcﬁgly urge you not to astablish
resale prices. Having remindzd you of my basic reccmmendation, T wiil now
testity as to the 1evels of minimum prices that meet the requirements of the
amended statute i; Maine.

- I might add thar your s:atute, as it now reaés, reflects the adoption
of the pesition that I, and many other dairy econumlszs, have been advecating
in the few othey states which do fix minimum prices — that the only way in

which minimum resale pricing can serve the pubiic inlerest is for the minimum

prices to be based upon and not exceed the lowest schizvable costs plus a

o

reasonable raturn. Bﬁcause, as 1 indicated earlier, the only conselvabie
ju@tification for ninimum resale prices 1is to servs as a barrier sgainst truly

unreasouahly 1ow price& and Jeave ¢t to market forcas te establish the actual

prices that most consumers pay for most of thalr willk., The great majority of

milk shauldrseii at prices above ﬁhé state~set minimums ~ at prices that have
beea éompetitively establisﬁed. ‘

Obviously, the most important information for any milk commission to hava
in fixing minimum ;argins reiéﬁes ééﬂthe costL of'processing, diegtyibuting and
retalling mil#. But thetnaine legisiature has recognized that only a specific
type of cost data must be uhilized in eééiﬁiishing'minimum margins. I refer

to subsection B of 2954(2), which reads:
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Th; minimum whoiuéale price paid ﬁo'dealers shail b§ e¢ta51;shed
to reflect the lowest prices at which milk purchased from Maine
producers at Maine minimum prices can be recaived, processed,
packsged and distributed within the State of Maine at a just

ard ressonable return. [emphasis aeded]

It is vitally important to notice the verb “can be." "can be™ means to
be able to do qr”accomplish.g! The Legislature did not say “are" or "have
been." The Commission's mandate from the Legislature iz to be guided by the
lowest costs, intluding a reasonmable returmn, that can be achieved by efficient
firms distributing prpduct in Maine and using the.most efficient metho&s,
practices and forms of distribution.

i understand that Cumberland Farms has introduced its'costs in this
hearing. In that context I'd 1ike to point out that Cumberland has a 1ﬁm1ted
line plant, servicing exclusively its own stores (a so—calle@ vertically
iﬁtégrated dairy store operaticm). I'd like to note that it is commonly
thought that a vertically integrated dairy store operator has lower costs
than other distribution methods or channels. My work indicates that this
is not necessarily true. A so-called "full service" dealer - a dalry that
serves a variety of different types of outlets (e.g., schools, resta#rénts,
{astitutions, Ma and Ps stores, &s well as supermarkets) can process and
package milk in a diversified, well-managed plant and distribute it on a
limitedwservice basis to supermarkets, to be sold-by_supermarkets, 80 that
the total cost (including an adequate return) between raw milk storage tanks
and the consumer check-out point may mot be any higher than the casts Incurred
‘in & vertically: integrated system.

Secondly, I would like to emphasize that the Commission cammot use

 present, actual, average cost information if 1t is to carry out the mandate

with which the Legislature charged it. As I have pointed out, milk dealers

3/ Source: Webster's Seventh New Collegiate Dictionary.
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i1 Maine have not been able to adopt proven efficiencies in the distribution

rd
]

operations, methcdstagd practices. I have ng doubt that dairy coméaﬁiea
cperating in Maipe ﬁave considerable managerial tﬁlent. But milk déliérs
havelbeen unable to adopg many of thé efficient, cost-reducing praﬁtic;s

and methods commonly used in the markets in neighboring statee

Ibecause of the way in which the 1esale price control pragram has beeﬁ admin~
istered to date. So, thexe's no douht that preSent, actual costs of dairy
companies in Maine - even'of efficient operatinns - are irrelevant 1n estab-
iishiag true minimwum prlces if minipums are te be in the public interest and
to be in Leeping with the requirements of the nmew statute.

It is also inappropriate to use average costs. Averaae costs of efficleﬁt
firms, even when unencumbered by price control, especially if the firus serve
a significant segment of the market, a?e rather meaniﬁgless in establiéhing
true minimum prices. ”his is especially true in plant-to~store delivery
costs.l The volume of product dellvered to a cuﬂtomar the service provided
the customer, the delxvery canditians and Touteman compensation plans dlffar
s¢ much that an average unit cost of dellVery for a route or group of routes,
for a group of cusiomers, to say ncthing of a cfoss sectioﬁ of firms, is
meaningless for purposes of establishing true minimum pfiées.

Thus, the type of éast information needed by the Commissiou, according'
to subsection B of 2954(2) of the zmended 1a§; 1s zhé lowest costs théf#can
be reasonably achieved in processing, paakagiﬁg- é.nd distributing in Haine
markets, for milk purchased from Maine producers. This cost snouid include
a just’éﬁd!reasonable return.

Using my knowledge, experience and résearch, 1 have estimated t&e lowest
costs (including a reasconable return for dealer énd retaiiér)-that can be

' reasonably achieved by diversifisd dealers im processing, packaging and

distributlng paper half-gallens of milk through supermarkets in Mainpe. The



=2

details of my analysis are ia this statement that I'd like to offer ad an
Exhibit (Aplin Exhibit No. 3).

I:conclude.tha: the tortal marketing margin under the statutory standard
should noé exceed  §$.230 for_theahalf-gallon.._This,to;al marketing
margin breaks down #s a-min;mnm dealer margin cf about $.140 2 half-gallon,
which refiects recelving, processing; packaging (including‘coutainer) and
delivexy from-ﬁlénﬁ to store {i.e.,rail the costs incurred by the milk dealer
eicept the cost of raw product). Thus, the minimum wholesale price (ox
minimun iu?tOmstore pricé) for bélf-gailbns should not be higher than the Class 1 pri;e
{adjusted for butterfat and shrinkage) ﬁlus’$-1*0. The minimum retail or
out—-of-store price should be the minimum wholesale price plus a storekeeper's
margin of $.09 a half-gallon, which is sufficient to cover the in-gtore
handling costs plus a just and reasonable return for the retailer.

Turning to the gallon, im my opinion, when we total processing, container
and delivery costs, up to and including the point of delivery tqrthe store,
1 see little, iffany difference between the ¢costs associatad withwthefgallon
aé compared to two half-galion containers, However, I am convinced thal,
on 2 quart equivalent basis, it is less costly ia the store to handle'cﬁg
gailon thaa two half-gallon containers for the obvious reason that store
per¢onnel can handle two gallons with the same time and effort as they
can handie twe half-gallons. This was quantified in the 1963 New Jersey
cost study commissidned~by the Committee of Economlsts and conducted by Case &
Company under the dizectien of Mr. Havemeyer. 1 also note that Mr. Havemeyer
has updated this study for this proceeding and concluded ;hat the in-store
bandling costs for the. gallon container are hetween five and six cents less

than the cost of handling two half-galious..



-27-

In view of the fcgegoigg, the total ma;kﬁying margin for milk sold in
gallons should not exceed $.40 er §.4) & gallén.

I shoyld. also stress that the total marketing margins which I rpcommend
are approximately 11 cents a half-gailon and 28 cents a. gallon lewer than

the margins implicit ip the minimum price order established by your predecessor

commission.

Brobable: Impact Upen Consumers. Milk Dealers and Producers
Rpmo ing Minimum Resa e Price Controls or Establ;shing True Minimum Resale Pricing

Impact on CDnSUmerSK
| Lf tha Commissioﬁ were tg remove minluum resale prices or to establish
irue minimnms in accordance w1th the new statute, there would he & significant
decline in consumer prlces as is ev1denced by the comparlson of present Maine
m%nimums with the range of actual selling prices in'neighboring states. I
Must empﬁasiie thét thisg comparisoﬁ refiacts seliing prices in markéts where
the Class I prices are essentiaily similar. |
Secondly, the minimum prices would no lenger be the "maximum,".let alone
the most common or prevailing pricee. Tbere is amplh evidance already in
this hearing record that if thg Commlssion were to establish true mininums
in accof&ancelﬁigﬁrthe amended léw,‘thosé minimums would not becomé the
prevailing prices, iet alone the effect ive maximum price. Both in New Jersey
and Pennsylvanla, where the state minimum prices are reallstically close to
true minimums, price surveys indicate that ;he m¢1k,purchased by consumers at
the preponderaﬁce of the outlets has béen, and currently is, selling at prices
above tha minimum resale prices. |
The surveys indicatp that some milk is being sold at miniwum price levels,
'Under normal Lompetitive candltions, recognizing the wide variation in the
costs of processing and dLstriburlng mllk set’ ‘forth in the record of these

preceadings, variations in market prices are to be expected.' Some miik way
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be sold at winimum price levels, but it is reascnable ko anticipate that
most milk will continue to be ®old at -prices above such levels. -

I would also like to emphasize that there is no merit ro rhE position
generally advanced by milk dealers ia other proceedinge in which I have
participated,’ that the ‘elimivation of price controls or the adoption of
true minimums would restrict the availability of milk or result in monopoly.
The fact is that in New England, the Middla Atlanaic and the Hidwestern states,
where there has not been minimum price control for decades, those markets
are all characterized by actlve, aggressive competition in milh processing
and distribution. There is, and will continue to be, &n adeqaate Sapply of
pure and wholesome milk for Lonsumers and the number of milk dealers and
distribators has not declined to the poxnt that there is anythang remgtely
approaching monopoliszic price fzxing There is vo reason to believe nhatﬁ
this would occur in the State of Maine either.

Impact on Milk Dealera

an, as to the impact oﬁ milk proces%nro énd ﬁéalefe. As I eaid berore,
a distlnction nust be made between injury to competition as apposed ta |
injury to competitors. The adoption of either of the programu that 1
recommend ubulc not, in-my opinion, be injurious to competition, a;though
ohviously some dealers will presumably lose a portlon of their rurrent mazkets
ko other mllk dealers. But 1 emphasize again that the experience in other :
states amply demﬂnsttates that a competit ve, aggrassive and 1nncvat1va milk
distribution industry can, and does, persxst in the absence of resaie price
fixiug and would exxst in haiae. | |

Furthermore, there 19 ne merit té the suggestion or contention that the
number ef milk dxst:ibutors Will decline to tha pcinc that the market for

Maine-produced milk is threatened. It is my understanding that no New England
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dairy farmer, producing an.acceptable quality milk, has been without a market
for his milk in the last 40 years.

Now wy foregoing remarks are neot, to say that some Melne milk dealers
will not be adversely affected by the programs that I recommend. Although
the sinimum prices‘for milk in Maine axe, an§ have been in gecant vears,
artificially high .and alchough dealer.ma:ging_hgvezﬁeeu;grtificially widg,

1 suspect the profits of milk dealers have not begn,part;gulariy high. Th;s
is because the enviromment established by minimum resale price control tends
‘to lead to excessive dealers’ costs, If minimms are discontinued or if
truly winimum prices are established by the Commission, nilkwprocaSSOrs and
distributors will fegl more intense competitive pressure. Dga}ers wili need
to adjust their operations and adqpt'more efficient methods_and ﬁfactiees.
Inefficient, high-cost methods, practices and operations will no longer be
protected.

More intense competrition.will result. Scome dealers will benefit from
such a development; others, of course, will be seriously disaévantaged,

Some milk dealers will be able to successfully adjust their o?erations_to
the mere competitive situation and be better off in the long rum. It is
jmportant to realize that experience in uncontrolled markets shows that
management ability - not size - will determine which éaalers successfully
adjust to, and benefit from, the removal of resale price contgol or the
ectablishment of true minimums, As in other forms of‘busiaess, management
is more important than size in determining who 1s successful. For example,
lock at the New Hampshire situation. Minimum resale price controls on miik
werse removed in New Hampshire about nine Yyears ago. The ao-called giants
ia the industry have not grown. In fact, although I‘do gét have the figures,
1 suspect that, if anything, Hood's share of the milk business has decreased

slightly. Moreover one of the other large dealers at that time, the New
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“Mampshire Dairy Corporation, has gone out of business completely. On the
othgr hand, some smaller independent dairies that have been willing and able
to be progressive and reorganize their operations like Idlenor, Weeks-Concord,
Guimond, Turner and Cumberland Farms have grown and become important factois
in the market. And, although there are probably fewer milk plants and dealers
in New Hampshire today than there would have been had reéale,price“control
been retained, there is a strongly competitive situation, benefiting producers
'and CONSUMErSs. |
In short, if minimum resale prices are discontinued or if true ninimums
are esitablished, some Maine milk dealers will be in for some difficult times
and be required to make some significant adjustments. The decline in the
pumber of wilk plants“and;gealérs.which has been taking place will probably
be accelerated. But changes in technology, other changes in the industry
and changes in our economy call for fewer plants and fewer dealers. This 1is
not a new condition, however, and it is not unique to the dairy industry.
Ic is one of the hardships that is inescapable in a competitive system.
Competition in pricing as well as in marketing services is an essential part
of the competitive system under which the major part of the economy operates.
it provides the stimulus for increased efficiency and for the adoption of
improved, more ecopomical methods of distribution, to the ultimate benefit of
consumers, producers and many of the marketing agencies.

Tmpact on Dairy Farmers

Now let's consider the probable impact of either of the programs 1
recommend on Maine dairy farmers. What effect will the removal of resale
price controls or the establishment of trus minimums have on-the prices

‘received by Maine farmers?
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let me mote that I addressed this $pécific subject at some lesgth -in
my statement before the Maine legislative committee in January 1974, which -
statement is now E%ﬁiEiEHSB of this hearing. I would like to incorporate
tﬁat h§ referéé&e and to su%piement and update my testimony'thereinz My
conclﬁéions have not changed:”

The half bftall Maine dairy farmers who are now associated with the
federal order market stand ibhéain approximately 13 cents a hundredweight™
from the tépeal“af resale price control ot ‘the establishment of true minimums,
The otﬂer{hélf of Maine's dairy farmers - those shipping to lecal Maine plédnts,
at the veiy worst é%and to lose on the aversge not more thanm aboulb 24 cents
per hundreéﬁﬁf%hi on'the:ﬁrices they receive. My basic conclusion is that
the worst thzé-could;h;ppen to Maine dairy farmers, taking ail of them in
aégfegate, igs the price they realize net at the farm would decrease on the
average about $a1G a hundredweight, or one~fifth of a cent per quart or
four-tenths of a cent a half-gallon. This would appear to be a rather small
price to pay in terms of the overall public interest in view of the tremend-
Qu;:poténtial savingé'for Maine's milk consumexs.

Also let me point out that there is no danger that Maine consumers will
be.deprived of an a&equaﬁe sﬁpply'of pure and wholesome milk if resale price
controls are removed or true minimums ave established. It has not happened
in the 35 oT more stétes that rely on the establishment of prices through
effective csmpe:ition. Proper health standards and state and federal centrol
ovarlproducer prices insure an adequate supply. Morsover, nearly one half
of the milk Eroduced'in Maine is new shipped out-of-state. Production could
fall by nearly one half before milk would have to be imported. But more’
1mportant1y, prxces realized by Malnme producers will decline, if at all, by

such a small amount that production will not be affected materially.
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- Now permit me to explain in detail how I veach the conclusions on the
impact on dairy farmers thact I have just summarizgd4 Appraximately 40 percenr
of the milk produced in Maine is included In the Boston Regiggal market poé],
This portion of Maine's milk is not affected at all by the prices estabiished
by this Commission. The Maine farmers supplying milk to the Bosten Regioﬁal
market, on the average pxaducg;smgllér quantities of ailk $han thosef?rmérs
wbho ship to local ﬁging plants. As I understand it the dairy fa;mers ﬁho
ship to Boston Reglonal plants have average volumes about.;vOfthi;ds the
average volume of those supplying Maine markets. Therefore, neariy one half
of Maine's dairy farmers ship:;o piants whigh_a;e ;egulated under ihﬁ Baston
Reglonal federal order, This half of the dairy farmers in Maine have been
vnaffected by the policies of the Maine Milk Commission tO date,

However, 1 will show that if this Commission shcuid adopt the polxcy I am
recomeending, the incomes of ;he“Mainelfarmers supplying milk te the qutogh
Regional market could be reasonably expected to increﬁse, 1ncidegtally, ﬁhis
half of Maine's dairy farmers - those that would benefit from the Commission's
adopting the policy that I recommend ~ in all‘likelihood wil} not be well- |
represented in this heariagf | B |

At this point I want_to_gfplaiquriefly Qhat_the Boston Regional market
consists of and how it operates. Presently the‘Boston Regicnal marketing area
ineludes all of Rhode Islend, most of Massaphgsetts, southern Neﬁlﬂampshire
and southeastern Vermont. Federal Kilk Order Qo. 1, issued By the U,S. Secretaty
of Agriculture, establishes miniqgm prices to be paid by dealers_to férmers
for all milk produced for that marke;ing area. _qut of :be mikk kegulated by
that crder is produced outside the marketing acea, Resale prices are not set
in any part of the marketing area except southeastern Vermont, where they are

established by the Vermont Milk Control Boagéf:
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Under Federal Order No. 1, minimum prices to be paid by dealers are
established through a classified price plan, similar to the one which has
been used in Maine markets. The price for Class I milk each month is determired
by adding $2.98 a hundredweight at plants in scuthern New England, and §2.58
'atnéiénts located 201-210 miles from Boston, to the price paid ip the second
pfééédiﬁg month for milk of manufacturing grade received at plants in Minnesota
and Wisconsin. The price for Class II milk is the Minnesota~Wisconsin price
"For the current month, except for seasonal adjustments which: are small minuses
ju the monchs of heaviest milk production (March-June) and small pluses in
the other months.

411 dairy farmers supplying the market receive a minimum blended price
each month which is based on the class prices and the percentage of the milk
sdbpiﬁ‘in each class in that month in the entire market., It is based on the
utilization of the market as a whole - not based on the utilization of the
particular dealer to whom they sell their milk. Im this way, there is an
equitable distribution of the benefits of the Class I market and an equitable
bearing of the burden Of.surplus milk among all fermers serving the market,

For the year 1974 as a whole, 59 percent of the milk in the Boston Regional
pool was in Class I.'&f

‘Fdr'many vears, the Maine Milk Commission has set ninimum class
prices identical to those established under Order No. 1 for milk received
at ﬁlant@ in southérn New Epgland. The Class I price under Order Neo. 1 is
rediuced at plants in northern New England and in New York, acrording to
diégénca of the plants from Boston. For example, the town cf Newport, Maine

(at whiﬁh there is a large supply plant for Boston) is located in the 201-210

"4/ Annual Statistics for Federal Order No. 1 for 1974, published by the
Market Administrator.
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mile zone from Boston and the Class I price there 1s 40 cents below the
price at plants in southern New Engiand.

Because of the zone differentials under Order No. 1 {which have not been
adopted by the Maine Milk Commission), the Commission's Class I prices
. hsve ranged from 14.4 cents a hundredﬁeight at Portland to about 43 cents at
:Baﬁéor; above the zone Class I prices under Order No. 1 at Maime lccations.
These ﬁiéhér-Claas i prices have contribﬁted'to the higher prices received
by the Maine farmers whose milk has been sold in Maine markets and they have
contfibuted to the higher prices pald foxr milk by Maine consumexrs. However,
they have not been ;he principal cause of eithet result.

The half of Maine's dairy farmers supplying local Maine markets, who
producarﬁﬂlpercent of the milk, have been the principal berneficiaries of the
Maine Milk Commission's policies of the past,  Probably this was the
intended result when the Maime Milk ﬁontrol Act First became effective about
40 years ago.

Maine dealers have restricted their milk purchases so as to have no more
than én édequate supply, plus a small reserve, for théix flﬁid_milk sales.

In 1974, approximately 78 percent of their milk receipts were used as Class 1
milk., The significantly higher percentage of Class I milk in Maine markats
than in the Boston Regional market has bezn the primcipal reason why Maine
férmers supplying state markets have received higher prices for their milk.

Developments now undarway will raise the percentage of Class I milk in
the Boston pool and therefore the blended price to all farmers supplying that
marker. Another federal milk order (No. 13) has been in effect for the
Connecticut market since 1959. Although the class prices have been identical
{n the Boston and Compecticut markets, the higher percentage of Class 1 milk
in the Connecticut market has kept its blended price to farmers always abova

Bostou's.
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' As'a result of a proposal made by cooperative assbeiations representing
neaxly 90:percentfbf the farmers For both markets, thése twe markete shortly
will be merged iatc a Sinéle:mggkét. "The U.S. Department of Agtidulturep-ﬁ
following a public hearing, has issued a recommended decision to this effect.
The merger of the two markets is expected to become effective on February'l,
1976.

“fhe merger will produce & higher percentage of Class I milk in the
New England pébi'(tha name selected for the new matrket) than has prevailed
. 1n the Boston Regional.pool, A relevant question is, "What will'be the
effect of the higher‘ﬁlass'I'pércentagé on the blended price for present
‘Boston shippers in Maine and elsewhere?"

Dr. Homer Metzger of the University of Maine and Dr. Fred Webster of’
the ﬁnivarsity of Vermont are just completing a study which provides a sound
estimate of the probable impact of merging the Boston Regional and Conaecticut
federal orders. The reviewféraft of the publicaticn reporting théii resgarch
findings is dated Septémﬁer 15, 1975, ‘and is entitled, "The Economic Impact
of Expanding the Federal Milildréer into Northern New Engfgﬁé.""The final’
publication is at the printer’s - it will be a bulletin of theﬂUnivérsity of
Maine.

In an advance copy of this bulletin, Drs. Metzger and Wéb;tex esqimafé
that the effect of the merger of the two orders and the résﬁltigéiﬁggﬁer
Class I percentage will ralse the blended price for dairy farﬁéf;"AZﬁﬁaimé'

. and- elsewhere who ship to Boston Reglonal plants by eight cents 3 hund¥ed- .
waight.

Thus, the price advantage that Maine dairxy farmers shipping to local
Maine dealers have gnjoye&“éver their neighbor farmers shippifii to plants

regulated by federél order plants will decrease by'appfoximatély‘eight cents

a hundredweight, beginning in less than two months,



Drs._Metzger and Webster undertook the research to which I am referring
because active conaideration is being given by the New England ddiry industry
to pruposing the inclusian of the State of Maine 1n the New England marketing
area and also to proposing Fhe inclusion of all cf New England in that marketing
area. | |

What is the probable impact of exténding‘the fedénai or&er to include
HMaine as_well_a§ the rest of northern New England? The best information
to answer this guestion comes from tﬁé re;ear;h ef_Drét Métzgér and Wehster.

In the SUmMATY of thg-advancg draft of their-bulletih, Dra. Metzger_ ~ 
and Webster conclude that expansion cf tﬁé federal ﬁilk ordér o include
all of New England would raise b*ended prices to farmers presently supplying
the Bostom. Regional market by approximately 21 cents a hundredwaight. However,
that 21 cent figure includes the eight cents which they estimate federal
.. oxder farmers wz‘l realize from the merger of the Connectlcut and Boston
‘Regional orders - which as ve've said is a vartual certainty. Thus their
est;matgLaf EPE effeﬁt ef the extensioafaf_the fedéré; orﬁer on the nearly%/
half of Maine's dairy farmers who are now p:oduciﬁg fbxlthe Boston market
:is:an approximatelyLIB cent inqréasa in price.

Ja their summary, Metzpger and Webster also conﬁlude that the half of
Maine dairy farmers supplying Maine markets would experience a net decrease
in their ret;fns_for milk of 24 cents s hundredweight, after adjusting for
expected reductions in hauling ra;g§ cparggd to thesalfarmgrs. Moréover,_
this estimaved decrease does noi éccpunt for the fact tbat some Maine farmers,
unéer the present system, may not be receiving the full benefit of these
prices because of the difficulty of enforcing premium farmer prices undér”
indlvidual handler pools ~ which perhaps explains one of the reasons why

individual handler pools are virtually extinct under federal order regulatian

today.
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0f course, the impact on f.o.b. farm prices of a 24 cent decrease that
Drs. Metzger and Webster éétimate,is an estimated average effect. Some
individual producers .stand to realize a larger price reduction and others
a smaller reduction. Presumably the potential reduction in prices is the
reason why ;Eggggnhine farmers éupplyingﬂuaine dealers protest strongly
againshzgnyéggﬁnges from the prior Commission’s policies. Further, presumably
they will oppose the inclusion of Maine in the New England marketing area,
so long as these policles are continued. Again I remind you that these are
the producers from whom the Commission 1s likely to receive staterents iIn
this hearing. The other half of Maine's dairy farmers ~ the omes who currently
ship to federal order plants and who stand to gain from the extension of the
order ~ are the smailer producexrs (in general) and are less likely to be
represented in this hearing.

| Some persons may argue before you that adoptiom of no resale price controls

or of low minlmum resale prices will result in Maine farmers losing their local
narkets for milk becauss Maine dealers, in the absence of federal regulation,
will go outside Maine to purcﬁase their milk supply. That argument, if
presented, will be onsound. All of the milk produced in the other New England
states will be in the New England pool orx in local unregulated or state
regulated markers from which the farmers obtain a slightly higher price.
That means that the milk cannot be bought from farmers in those states witheut
paying the New England blended price, plus a small premium. When the long-
haul transportation costs are added, this milk would be more expensive than
Maine milk. On the other hand, Maine dealers slways can obtain a supply of
local milk by paying at least the New England blended price to farmers.

The worst that can happen to Maine farmers supplying Maine markets is
that they will receive no premium aboﬁe,the increased New England blended

price under the merged orders. As i've pointed out, that price will be
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raised to some extent by the pending merger of_the Boston and Commecticut
markets. It can be raised further by including all of New England ia the
federal mérketing.area.' Whether Maine' is included in.the New England marketing
area will be influénced by the attitude of Hainé farmers now supplying Maice
merkets. If the Commission continues to establish high minimum prices, as it
has 1ir the past, extersion of the federal order to include Maine (which would
benefit nearly half of the daify farmers in Maiﬁe) is not likely tu occur,
because the federal.government is not likely to extend the order if there i=
& lot of local opposition. |

1f the Commission either eliminates resale pricesfor establishes true
minimum resale prices, ic s ﬁighly’likely'the fedé%al-order'wil} be expanded,
because there is‘probébly-little doubt the farmeré iﬁlﬁainépresently shipping
to ﬁaine controlled plants would no longer resist the ex£ensibn of the federal
order. in fact these farmérs would probably then favor extension of the order,
in which case, it‘wbuiﬁ probably'bé-exténded in a fairly éhort tine, .A',
gimilar thing occurred in New Hampshire in the mid~1966's, when state established
minimums were abolishéd in that state and the federal crder was expanded rather
guickly. |

Of course, all of ﬁaine's dairy farmers whose milk will be in the New
Englan&'pool”anyway (and that is nearly half of all Maine dairy farmers) will
gain Sy'sﬁch an extension of the federal marketing area.

In simmary, adoption of no resale prices or iow ainimum resale prices

could Fesult in half of Maine's dairy farmers, who produce 60 percent of

Maine's output of milk, losing about 24 cents a hundredwelght on the average
4n. the price for their miik. Again I stress that this 1s an estimated average
redyction in the net price at the farm, Some Individual producers would lose

more, some less., This average loss amounts to one~half cent per gquart, one
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cent per half-gallon or two cents per gallon. 7The other half of Maine's
dairy farmers, those who ship to federal order plants and who produce about
40 percent of the state's milk, could gain approximately 13 cents a hundred-
welght.

Based on my understanding of Drs. Metzger's and Webster's research, 1
conclude that Mailne dairy farmers in aggregate would realize a pet Jecrease
igwﬁpe farm price of an average of‘approximately aine to ten cents a hundred-
weight: [@&.13)(.4) - (L24)(.6) = .052 - .144 = -,092]. This amounts to
about .2 of a cent a quart 1oss oxr .4 of a cent a half-gallon decrease.

On the other hand, the potential reduction in the price of wilk to Maine's
consumers 1s many, many fold this much, probably at least six or seven times as

much, as this potential reduction in price to farmers.
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B. D. Aplin

Exhibitr No. 1 ' T

-

Calculation of Amcunt By Whicb Cast of Delivexy
From Plant to Typical® Supermarket is Currently
Fnhsnces Due to Currenk State Minimum Prlces "

Srapdard Times Used for Delivery by Routemen

‘Constant Time Element Per Customer Stop -

A,

B.

()

/

i

Park truck upon arrival and leave property = 1.1 min. per stop

Fixed time per stop.which includes: get out of truck, get order, delay
inherent in type of 'customer, make out order, check ticket, open trgck
body door, get hand truck cut, get into truck, prepare to leave - when
ao collection is made = 8.1 min. per stop 1/

Variable Time Element Per Customer Stop

A,

BJ

-

Select'mefchandise, arrapge load, unload full cases and load empiy casés “
2.7 min. per stop + .2 min., per case 1/

(1) Deliver and return with a hand truck = G 1/
{{.0061 min./foot x no. of feet one-way) + .3 min.}{no. of frips)'*

{(2) Deliver and return with hand carry = 1/
[(.007 min./foot x no..of feet one-way) + .3 min.}(no. of trips) ~

Piace product in dairy case = .06 min. per unit 2/

a“ _g_/

Price stamp product = .5 win. + .03 min. per unit:

B e o e ——_—r 4  fr—

1

fea
V-

Sourge: Tiue studies of wholesale milk routes in Upstate New York markets
by Department of Agricultural Economics, Cormell University, Ithacd, New
York, Research Project directed by R. D. Aplin.

G. T. Devino & R, D. Aplln, Measuringﬁaud Improving the Profltabllity of Milk
Routes, Cornell Agricultuval Experiment Staricn Bulletin No. 1015, May 1968.




R. D+ Aplin Exhibir KNe. 1

Estimated Time to Service Supermarket Undex Delivexy Methods & Practices Currently Prevailing in Malne

120 cases per week

= § cases per delivery

wncﬂmzmz ON_PRODUGCT DELIVERIES: An average delivery = 15 product deliveries

Task .  | . Minures Pey Dalivery

Park truck (1A) 14

Fized time (13) | 8.1

Select ammnrmﬂmhmm* eho. Am%w 4.3 2.7 min. + (.2 ain./case) (8 cases)

Deliver & veturn (ZBL)* ; .916 3 cases to case: [(.,0061 min./ft.){200 £¢.} + .3 min.]} {1 trip)
.83 5 cases to cooler: {{.0061 min./£t,}(30 ft.} + .3 min.J(1 trip)

Place product in dairy case (2C) 2.34 (3 cases) (average of 13 units/case) (.06 min.funit)

Price stamp product nnuv. _1.A7 {3 cases) (13 units/case) (.03 nin./unit) + .5 mia.

Total time at-stop per average delivery 18.9 minutas

TOTAL Hﬁ:m OF ROUTEMEN FROM 3 U»Hmwmc = (3 daivies)(5 amw»<mﬂwma\zwmeawm 9 gin./delivery) = 282.5 minytes per week

at store

SERVICE ON CALL BACKS )

Task . w - Mingtes Per fexvice Call

Fixed time - park car in lot, walk to

dairy case. 2.6 .5 min. + (.007 min./£f£.)(300 ft.)
Move product from ceoler to m&umw CREE,
hand carry {2B2) 1.58 {1.007 win./f£.) (70 fr.) 4+ .3 min.}(2 trips)

Place product in dairy case {(2C3 2.34% {3 ﬂmmmmVAww units/case) (.06 min./unit)

Price stamp product (2D) 1.67 {3 cases) (13 units/case)(.03 win./upit) + .5 min.

Total nwﬂh of service call 8.2 min

TOTAL HHzm OF SERVICEMEN FRCOM 3 DAIRIES = (15 service nmwhmVAm.n win./caill) = 123 minutes per week at store

% Agsume routeman places 3 cases in dairy case arﬁnw is 100 feet (one-way) from the truck and places m.nawmm
in back room ccoler which is 30 feet (one—way) from the tyuck,
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Awoaﬂmzmw ON_PRODUCT DELIVERIES: An average mmwndmﬂw m

M%cﬂbh TIME OF ROUTEMEN FROM 2 DAIRIES = (2 nmwnmvamu mwww4mﬂwmm\ﬁﬁmWVApu 8 Eﬁu.\mmwﬁcmnwv = 107

mm imated Time to Sexrvicze Suvermarket mammn unwwﬂmn Mathods & Practices Prevailing im Other States

12C cases per week
6 product deliveries

e 20 cases per delivery

Task . Minvtes Per Delivery’

Park truck (1A) | 1.1 :
Fixed time (1B) 8.1

Seiect merchandise, etce. {24) 6.7 2.7 mit. + (.2 min./case) (20 cases}

Deliver & returs {(Z31) 1.93  {(.006% min./£t.)(30 £t.} + .3 win.]{4 trips)
Total time at—stop per avecage delivery 17.8 minutes H

at store

1 o . . " H

kbbumu TIME REQUIRED OF STORE PERSONNEL TG MOVE FROM COOLER, STAMP AND PLACE IN DAIRY ﬁbmm THE 75% On PRODUCT

DONE_BY UM»FEW PERSONNEL IN PRESENT zhwzm DELIVERY mMmﬁmx

(120 cases/week)(75%) = 90 additional cases placed in amﬂﬂwwnmmm (zssume hand carry, 2 cases per trip} or
45 trips per week

%,
5

Task , R Minutes Per Week

Move vnomznmw cocler to dairy case (2B2) 35.6 I(.007 Bﬁu JEE.Y (70 ££.) + .3 min,]{&5 trips}
Place product in dairy case {(2C) , 70.2 (90 nmmmeAww :ﬁwnm\nmmmvm,om Bus funit}

Price stamp product (ZD): assume done
30 times per week : : 50.1 {20 nmmmmvnwu unics/case) {.03 min./unit) + .5 min. (30 times)

. 155.9 minutes
Homwr ADDED TIME FOR STORE PERSONNEL PER WEEK DUE TO REDUCED SERVICE FROM DEALERS = 156 minutes per week

“t

minutes per week
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Tixed Costs Per Route Day Used in Budgets

Present Maine

Delivéry System

System Prevailing in Other States

Routemen labor (except commission) l{ $35.00 ) y$§5.00
Cost of fringe benefits (30%) ' 10.50 Y 710.50
Vehicle, other than gas, oil & tires : )

18 foot, used in present Maine 28.00

22 foot, used in other states 35.00
Total fixed route labor & wvehicle costs

per route day - $73.50 $80.50
Assumed length of average workday (44 hours/week) = 528 minutes
1e55 time spent at plant, driving, delays and )

personal time (45% of total day) :
egu s time available at customer stops 290 minuies
Fixed cest per at-stop minute = ‘
- cost per rqggg_ggx_nw__“ 73.50 - £80.50

~ total minutes available at-stop 290 290

| $.253 $.278

Cost of Time of Dairy Repteggntatives that Sexrvice Stores

 Wages (55.00/hour x 8 hours)

Cost of fringes (30%)

Car expense other than gas, oil & tires

Total cost {except gas, oil & tires) per work day

A e B PR Y

$40.00
12.00

5.40

$57.40

- Assumed length of average work day (40 hours/veek) = 480 minutes i

'1935 time spent at plant, driving, delays and
personal time (45% of totsl day)

equals time available at customer stops

Cost per at-stop minute =
cost per work day . $37.40
total minutes available at-stop 264

. §,217

264 minutes

;j Commission is irrelevant to comparison because same volume of milk is being

delivered.
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Estimated Costs of Flant-to-Store Delivery Undexr Two Systems Per Week

Cost Enhancement
Systenm Pue to
Expense Presepnt Maine Sysiem Prevalling ln Other States State Miniwmums
Direct route expense -283 min. x $.253/min. = $71.50 107 wmin, x $.278/min. = $29.75
plus gas, oil & tires 75 miles x $.145/mi. = 10.88 30 miles x $.18/ml. = 5.40
Service calls by dealer
representatives 123 min. x $.217/min. = 26.69
plus gas, oll & tires 75 niles x $.07/mi. = 35,25
Cost of added storage* , 6.30
Coet of added time of
store personnel®% 156 min, x $.082/mipn., = 12.79
TOTAL COST PER WEEK §114.42 _ 554,24 $60.18
COST PER CASE $.954 5.452 $.502
COST PER HALF-GALLON $.1059% £.0502 §.0557

* Cost of added storage needed at store: assume 6'%8' walk-in cooler is added, has 120 case capacity, assume
15 year life, investment of $2,500 and cost af ecapital of 10%.

a% Cost of added time required of store pexsonnel to stock dalry case: assume pay of stock clerk = $3.85/hour,
plus fringes of 28% or $.082 per minute.



R. D. Aplin

Exhibit No.

2

Analysis of Total Marketing Margins As Shown In Shopping Surveys of Supermarkets

Doue By Cumberland Farms on December 10 and 11, 1975 ~

1/

Note:

adjusted for butterfat test and shrinkage.

A0M0 HALF-GALLONS IN PAPER CONTAINERS

Total marketing margin equals reported store price less Class I price

Amount by Which
the Minimum Margin, in
September 1975 ia Maine

Number of Range Average ($.343) Exceeded Average

Market Observations In Mavgins Marpgin Margin in These Markets

Concord, New Hampshire 6 5.22 ~ $.24 $.223 $.120 |
Manchester, New Hampshire 8 W21 ~ .27 +243 <100
Nashua, New Hampshire 8 .23 - .33 268 075
Portsmouth, New Hampshire 5 .20 - .28 .232 _s111
Total New Hampshire 27 $.206 ~ $.33 $.243 5,100
Lawrence, Massachusetts 5 $.19 - §.35 $.250 $,099
Metropolitan Boston 20 .18 = .26 .222 121
Worcester, Massachusetts 17 .19 - L35 . 232 2111
Lowell, Massachusetts _5 19 - .25 =230 113
Total Massachusetts 47 $.18 - §.35 $.229 $.114
Maine

HOMO GALLONS IN BOTH PAPFR AND PLASTIC CONTAINERS September Minimum = $.637
Concord, New Hampshire 6 $.42 - $.46 $.433 $.217
Manchester, New Hampshire 10 36 - .48 419 .2638
Noshus, New Hampshire 40 - .50 Ahh .243
Portsmeouth, New Hampshire _3 30 - .48 » 400 =287
Total New Hampshire 29 $.30 -~ §.50 $.426 $.261
Lawrence, Massachusetts 5 §.39 -~ $.57 $.470 5.217
Metropolitan Boston 17 W33 =~ W49 430 « 2537
Worcester, Massachusetts 14 .33 - .45 o411 276
lowell, Massachusetts _4 37 - 49 440 267
Total Massachusetts 40 $.33 - §.57 $.433 $.256

1/ Results of shopping survey offered by Francis N. Alger as an Exhibit,



R. 0. Aplin
“oweowo Exhibit Ho. 3
Esrimates of the Lowesg Costs That Can Be Reasonably Achieved By Diversiiied

Deslers In Processing, Packaging & Distributing Through Supermarkets in ‘Maine
Markets ~ In Paper Half-Gallions

‘fff‘ ‘ - Summary - 3
fost Trew Cost Per Half-Gallon ia Paper
Paper container and case : - 5. 040 /

ks L' * K\,e

Proeegging which includes receiving, ptacessiugF packaging,
‘cooler load out and all cther plant cozts except the

cost of containers, milk cases and product loss L0530 b/
Divect costs of plant-to-store delivery, incivdes only tost )y,

of routemen and vehicles - L9020

Administrative and clerical, route foreian, aelilng and allow
ance for bad debt : . e . L1

Neaded returns before taxes - nete that this figure ig my estimate
of what the average dealer needs foY an adequate return on
+ - his invested capital o L0119

icwest cost for process¢ng, pdckag¢ng, dlstribution aind ovar-
head, plus return {receiving room to store) : - §.140

in-store handling margin - based on ovidence presented by
Robert Havemeyer, Case & Company .090

Lowest total marketing cost including return for wmilk dealer
and retailer $.230

af $.0379 for half-gallon paper plda ‘378,002 per half-gallon allowance for
case purchases and repairs. -

%/ Based on seven actual diversified plants in Wew York and Pennsyivania® that
process between 920,000 and 2,674,000 pouads a month {i.e., 17,000, t0749,?5
quarts per day). These plants are participants in the Dairy Management
Information System Program of Cornell and Fennsylvania State Universities.
Adjusted foxr Maine wage rates.

¢/ See analysis.op page 2 of Exhibit (attached} for detalls.
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Direct Costs of Plant-to-Stoxe Delivery

Based oan;oviding-limiggd‘sé:vi;e'dexive:y ro.large supermarket.

1.

S ENSLR LR

Assumptiong

i,

Supermarket has sunual total sales of 55,000,000 (the'average size of
Shaw Company stores in 1976 Progressive Grocer's Marketing Guidebook).

Milk and cream sales are 53,340 per week or 4,282 half-gallon equivalents
- or 240 cases per week.

.

Store served three times a week,
Routeman obtains orxder upon de1ivery

food store is bilied by office - routeman does nat coilecr but has
ticket verified by store. personnel.

 Routeman unloads with liftgate and moves product by hand truck into
back room coolexr, 50 feet one-way distance from truckg

Empty cases are found at delivery point.
22 fcau straight chagsis delivery vehicle.

Lstlmated At»Stop Tlme Basad Oh Cornell Time Standarés‘ 

Total at-stop time per deiivery = 35.9 minutes (see attached Sheét)

Total at-stop time per week = [{35.9 11&;1.1'1111!:(33}(‘2 dellverles}] = 107 7 minutes

F A

Estimated Direct Delivery {osts

Fixed cost of delivery: 103 minutes x 5.278 par minute &f = $ 30.02
Commission: §.040 per case x 240 cases = “9r60
Cost of fuel, tires, etc.: §$.18 per mile x 15 miles = | “_g:ig;
- Total-costsrﬁer week » s . . $42,32
. Gosy. per case = thilmlin“' B o 5.36
Cost per half-gallon’ - ‘_ o $.020

J l)-

al See determination of cost perx atﬂénop"hiﬁﬁta in Aplin Exhipit No. .-
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L. | CONSTART TIMZ BLEMEUT TFL 0U7 »ruom Swl?

(A} Park truck upon errival ard leave roperty
1., Parking lot - Direct L0 win, -
Pack up 1.50 min, .
2. On Btreet . 50 min, - f o t@ win.
(8) PFixed time per stop (includes got out of truck,. gef order,
delay inhereat to type of customer, make out order, check
£icket, open truck body door, get hand truck sub, get iote
truck, prepare to leave)
IYERE OF GRDER Collection Without Collieection
et e ettt AP b s wrmap— __‘_4:___ ey o
Vnknown 8.8 uin, 6.8 mi . '
Predeveloped 8.5 pin, o3 min, ”
Preovdered — 5.5 nia, ég ﬁ min,
If mamager checks ticke: add: Unknown 1.3 min )
. Predeveloped T in.
Freordered 1.5 min, J J3 min,

2. VARYABLE TIMEZ ELEMENT PER CUSTOMER STOP

()

{c)

{p}
()

P
(c)

Select merchandise, srrange load, unload full cases aund
load empty cases y

i. no liftgate _
iag drep delivery: purber of cases x .15 min,/cose w eln,

2.7 min,

b) flat truck, dolly, or hand Qarry:
nuzber of cases x ,17 min,/case = win,
{c} band truck: _ ousber of .cases X .20 min,/case = N,

2, with 1iftgate .
B O nuiver or cases x 1% min, fease = ' [ f1 31 win,

Deliver and Beturn {use one-way distance} - ‘ .

&s with hand truck: ‘ ) ' toa
S £ou x L0061 miv./thoe, 3054 3 minklSx Jb tripse DT mia,

Za vith dolly: : . .

. ft. x 0006 min./ft,=__ "+ .} min,= __ x__ tripse min.

3., vwith flat truck;

£, X 0063 min,/ot,= + .7 min,= x tripss= min.
ke with hand caxry: . .
fte x 007 min./ft.= 4+ .3 min.= ¥ tripa= min,

Return Emply Cases 1o Truck {if not done in conjunction with Deliver)

L. x 008 min,/fre, = x trips = min,
Handle Empty Cases (if not st unmloeding point)

Rt )
Eo cafes X .03 min./cace = . &aﬂ min.

Service Displey Case

numbzr of units x ,02% nia, L + .3 mwin, = - £d fee
Rotate Product in Cooler (if done) .7 min = fe X i? min,
Route Bookkeeping per eustemer {(if done}.25 min, = min,

TOTAL = 3457 nin,



